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SBC LECs Cost Support for 1996 Tariff Filing 

Ameritech - 1996 Tariff Filing (Transmittal No. 961, filed 4/2/96) 

Exhibit 13, Pages 1 through 4 - These pages show the change in rate base for the 1992 - 
1994 sharing calculations due to the rescission of RAO 20 and the resulting change in rate of 
return and sharing. These pages are formatted with three columns to clearly display the 
changes. Column A shows the rate of return and sharing calculation as previously filed with 
the FCC (in compliance with RAO 20). Column B shows the revised rate of return and 
sharing calculation reflecting the FCC’s rescission of RAO 20. Column C simply shows the 
difference between the first two columns. The change in the rate base (Column C, row 2) 
reflects the OPEB liability that was included as a rate base reduction in the original filing but 
removed from the revised calculation. The remaining rows simply reflect the standard 
sharing calculation. 

Revised FCC Forms 492A - The Form 492A is the standard rate of return monitoring form 
required by the FCC. The revised Forms 492A were also provided in the 1996 tariff filing to 
reflect the impacts of the RAO 20 rescission. 

Pacific Bell - 1996 Tariff Filing (Transmittal No. 1864, filed 4/2/96) 

Workpapers IIC-5 and IIC-12 - These pages show the change in rate base for the 1993 - 
1994 sharing calculations due to the rescission of RAO 20 and the resulting change in rate of 
return and sharing. These pages are formatted with two columns to clearly display the 
changes. Column A shows the rate of return and sharing calculation as previously filed with 
the FCC (in compliance with RAO 20). Column B shows the revised rate of return and 
sharing calculation reflecting the FCC’s rescission of RAO 20. The difference in sharing 
between the two calculations is shown on row 1 1. 

Pacific Bell - Mav 13,1996 Response to Petitions to Reiect, or Suspend and Investigate 

0 The revised 1994 sharing calculation described above included other minor revisions to the 
sharing calculation that were not related to the rescission of RAO 20. Therefore to clarify the 
RAO 20 impact, Pacific filed Appendix A in its May 13, 1996 reply comments which is a 
schedule showing the change in rate base caused by the removal of the OPEB liability and 
the resulting change in sharing. This Appendix also shows the calculation of the RAO 20 
rescission impact on 1995 sharing. This schedule works as follows: 

Line 1 : The total OPEB liability recorded in account 43 10. 
Line 2: The jurisdictional separation’s factor used to determine the interstate portion of 
the OPEB liability account. 
Line 3: The interstate portion of the OPEB liability account, which is equal to Line 1 
times Line 2. 



Line 4: The return on the interstate portion of the OPEB liability account. This is 
determined by multiplying the interstate portion of the account (line 3) times the 12.25% 
rate of return sharing threshold determined by the FCC. Earnings above this amount are 
required to be shared with ratepayers. 
Line 5 :  The tax gross-up factor. A tax gross-up is required to reflect that sharing amounts 
are tax deductible and will result in a tax benefit for the LEC. 
Line 6: The revenue requirement related to the interstate portion of the OPEB liability 
account determined by multiplying line 4 times line 5. 
Line 7: The percent of eamings that exceed the FCC’s sharing threshold that is required 
to be returned to ratepayers. 
Line 8: Half-year reduction. Based on what SBC could surmise from the available data, 
this only impacts the 1995 calculation and reflects a half-year impact of sharing in 1995, 
due to the change in the productivity factor elected. 
Line 9: Same as line 7 or 8. 
Line 10: The amount of interest required by the FCC to be added to the sharing amount. 
This reflects the assumption that the LEC earned returns in excess of the sharing 
threshold throughout the year and therefore those excess earnings require an interest 
additive before returning them to ratepayers. 
Line 1 1 : Total impact on sharing including interest (Line 9 plus Line 10). 

SWBT - 1996 Tariff Filing (Transmittal No. 2544, filed 4/2/96) 

Figures 2F-2 and 2F-3 - Similar to the supporting schedules described above, these pages 
show the change in rate base for the 1993 and 1994 sharing calculations due to the rescission 
of RAO 20 and the resulting change in rate of return and sharing. 

Revised FCC Form 492A - The Form 492A is the standard rate of return monitoring form 
required by the FCC. The revised Form 492A for 1994 was also provided in the 1996 tariff 
filing to reflect the impacts of RAO 20 rescission. 

Pages 2-12 and 2-13 of the tariff filing also provide a narrative summary of the adjustments. 

Nevada Bell - 1996 Tariff Filing (Transmittal No. 217, filed 4/2/96) 

Exhibit 8 - This is a schedule showing the 1994 sharing true-up calculation. It reflects the 
revised rate of return and related sharing amounts and then compares to the original rate of 
return and sharing. Note 3 on this schedule clearly indicates that the revisions are due to 
revenue normalization, the finalization of certain studies and the rescinding of OPEB 
ratebase treatment included in RAO 20. Since this schedule includes the effect of the 
revision for RAO 20 as well as other minor revisions, Nevada Bell filed a supplemental 
schedule in its May 13, 1996 comments as described below. 



Revised FCC Form 492A - The Form 492A is the standard rate of return monitoring form 
required by the FCC. The revised Form 492A for 1994 was also provided in the 1996 tariff 
filing (labeled as Exhibit 8A) to reflect the impacts of the RAO 20 rescission. 

Nevada Bell - May 13,1996 Response to Petitions to Reject, or Suspend and Investigate 

The revised 1994 sharing calculation described above included other minor revisions to the 
sharing calculation that were not related to the rescission of RAO 20. Therefore to clarify the 
RAO 20 impact, Nevada Bell filed Attachment 1 in its May 13, 1996 reply comments which 
is a schedule showing the change in rate base caused by the removal of the OPEB liability 
and the resulting change in sharing. This Attachment works as follows: 

Line 1: The total OPEB liability on the books. 
Line 2: The jurisdictional separation’s factor used to determine the interstate portion of 
the OPEB liability. 
Line 3: The interstate portion of the OPEB liability account, which is equal to Line 1 
times Line 2. 
Line 4: The composite rate of return used to determine the revenue requirement. This 
composite is the mid-point of the 13.25% sharing benchmark and the 17.25% cap. 
Line 5: This is the amount of sharable earnings before tax-gross up and interest resulting 
fiom the RAO 20 rate base reduction. 
Line 6:  The tax gross-up factor. A tax gross-up is required to reflect that sharing amounts 
are tax deductible and will result in a tax benefit for the LEC. 
Line 7: The revenue requirement related to the interstate portion of the OPEB liability 
account determined by multiplying line 5 times line 6. 
Line 8: The interest rate required to be used to develop the interest additive to the sharing 
amount. 
Line 9: The interest calculated for the first year determined by multiplying Line 7 by Line 
8. 
Line 10: The interest calculated for the second year determined by multiplying Line 7 by 
Line 8. 
Line 11 : The total amount of the reduction to sharing as a result of the FCC’s rescission 
of RAO 20 determined by adding Lines 7, 9 and 10. Since Nevada’s rate of return 
exceeded the cap for 1994, 100% of the sharable earnings above the cap were shared with 
ratepayers. 



EXHIBIT 1 
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Exhibit 13 
Page 1 of 4 

Ameritech 
Exogenous Workpapets 

RAO 20 
( SOOO) 

Calculation of Exogenous Adjustment to incorporate the Commission’s Memorandum 
Opinion and Order and Notice of Proposed Rulemaking in cc Docket No. 96-22; 
Rate Base Treatment for OPEBs. 

1992 Sharing True-Up Amount 
(See Exhibit 13 page 2 of 4) 
(Displayed in Col M of EXG-1 Form of TRP) 

1993 Sharing True-Up Amount 
(See Exhibit 13 page 3 of 4) 
(Displayed in Cal M of EXG-1 Form of TRP) 

1994 Sharing True-Up Amount 
(See Exhibit 13 page 4 of 4) 
(Displayed in Cot I of EXG-1 Form of TRP) 

4,123 

10,220 

14.165 

Total Exogenous Amount 28.508 
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EXHIBIT 4 



384 p 393  

3,005,755 

12.79% 

( 9 , 0 9 5 )  
' 1. 

N/A . 
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See Attached For Comments 



Attachment 
FCC 492A 

Reporting Company: Period Covered: 
Ameritech Operating Companies From 01/01/92 Tor 12/31/92 
Ameritech.Services First Report Filed: 03/31/93 
2000 West Ameritech Center Dr. 4G50 Final Report Filed: 03/31/94 
Hoffman Estates, IL 60196 Revised F i l e d :  04 / O  1/9 6 

The Sharing/Low End Adjustment Amount displayed on Line 6 equals 
one-half of the sharing exogenous change for the 1992/1993 tariff 
year. The amount displayed on Line 6 does not equal the actual rate 
reductions that occurred due to sharing because the API was below the 
PCI in some of the Price Cap baskets. 

Revenues in the amount of $19.4 m i l l i o n  associated with excluded 
services under Price Cap incentive regulation are excluded from the 
data reported. Earning8 associated with these services were removed 
based on t h e  assumption that these excluded services earned the same 
rate of return as  total i n t e r s t a t e  services. 

In addition to t h e  above, Column B for Lines 2 ,  3 ,  4 ,  and 5 has been 

and Notice of Proposed Rulemaking in cc Docket No. 96-22; Rate Base 
Treatment for OPEBs .  

w adjusted to incorporate the Commission's Memorandum Opinion and Order 



w' Ameritech Operating Companies 
Ameritech Services 
2000 West Ameritech Center Drive 4G50 
Hoffman Estates, ZL 60196 

I 

REVISED April 1, 1996 
PRICE CAP REGULATION 

FCC 492A 

RATE OF RETURN MONITORING REPORT 
R a d  h S T ~ 1 K ) n s  on tho ~ O v o r S O  Boloro Computng 

DoIU Wtocrnlr Shown n ThousnQs 

0 

REMARK8 

See Attached For Comments 

'7ri1 1, 1996 Robin Gleason 

PSRIONII MIKINO W L V U  FALSI STATEMENTS IN THIS REPORT FORM CAN B I  - W E D  I BY FINE OR 

-. 
Ditector-Regulatory Finance 

c 

WRSONMENT UNDER Twt PUOVISIONS OC n(0 U.J. COO& tma le.  St(TtlCMI 1001. 
FtC 4 9 2 A  

Mar 1995 



Attachment 
FCC 492A 

Reporting Company8 Period Covered: 
Axneritech Operating Companies Fropp: 01/01/93 T o t  12/31/93 
Ameritech Services First Report Filed: 04/22/94 
2000 West Ameritech Center Or. 4G50 Final Report Filed: 0 3 / 3 1 / 9 5  
Hoffman Estates, IL 60196 Revised Report Filed: 04/01/96 

The Sharing/Low End Adjustment Amount displayed on Line  6 equals 
one-half of the  sharing exogenous change for  the 1992 /1993  tariff 
year plus one-half of the  exogenous change for t h e  1993 /1994  tariff 
year. The amount displayed on Line 6 does not equal the actual rate 
reductions that  occurred due to sharing because the A P L  was below t h e  
PCI in some of t h e  P r i c e  Cap baskets .  

Revenues in the  amount of $26.4 million associated with excluded 
services under P r i c e  Cap incentive regulation are excluded from t h e  
data reported. Earnings associated with these services were removed 
based on the assumption that  these excluded services earned the same 
rate of return as total interstate services. 

W 

In addition to the above, Column B for Lines 2, 3 ,  4,  and 5 has been 
adjusted to incorporate the Commission's Memorandum Opinion and Order 
and Notice of Proposed Rulemaking in cc Docket No. 96-22; Rate Base 
Treatment f o r  OPEBs.  



WAmeritech Operating Companies 
Ameritech Servfces 
2000 West Ameritech Center Drive 4G50 
Hoffman Estates, IL 60196 

total  k\twttrto.S UVkr8 
F m  Rooon 
C o r n  A 

2 ,300 ,450  

1 ,892  359  

408,091 

2 919,603 

13.98% 

( 4 2 , 2 0 2 )  

N/A 

PRICE CAP REGULATION 
RATE O f  RETURN MONlTORlNG REPORT 

Road mtruCrent on rho aovrrre ~ e f o r o  comsutmg 
DOIW AmouIrs Sham n t h o u l m r  

SUbhCt to Rkm 
FNI Aopon 
corvm e 

2 , 300,450 

1,892,726 

407,726 
3 , 0 4 5 , 2 7 2  

13.39% 
( 4 2 , 2 0 2 )  

N/A 

1. tom1 Rumuor 
0 

367 

( 3 6 7 )  
1 2 5 , 6 6 9  

0 

.. Sea Attached For Comments 

- il 1, 1996 , Robin Gleason Director-Regulatory Finance 
PCRSON8 M M W O  WILLFUL FALSE tTA~MENTS IN THIS REPOR" CORM CAN #I W FINE OR 

WPRiSONMQNT UNDER 'THI PROVISIONS THE US. COO& Tml 1) .  SgCTION 9001. 
FCC 492A 



Attachment 
FCC 492A 

Report ing ‘Company : 
Ameritech Operating Companies Prom 01/01/94 To: 12/31/94 
Ameritech Services, Inc. First R e p o r t  Filed8 03/31/95 
2000 W. Ameritech Center Drive 4G50 Revised Report: 05/09/95 
Hoffman Estates, IL 60196 Revised Report: 07/27/95 

F i n a l  R e p o r t  Filedt 04/01/96 

Period Covered: 

The Sharing/Low End Adjustment Amount displayed on Line 6 equals 
one-half of t h e  sharing exogenous change for the 1.993/1994 tariff 
year plus one-half of t h e  exogenous change for the 1994/1995 tariff 
year. The amount displayed on Line 6 does not equal the  actual rate 
reductions t h a t  occurred due to sharing because the API w a s  below t h e  
PCI in some of the Price Cap baskets. The amount on Line 6 has been 
added to Line 1 (Revenues) to reflect “Add-Back” in accordance with 
the Report and Order released Apri l  14, 1995.  Lines 2 ,  3 ,  4 and 5 
are adjusted to accommodate the  change in Line 1. - 
Revenues i n  the amount of $23.4 million associated w i t h  excluded 
services under P r i c e  Cap incentive regulation are excluded from t h e  
data reported. Earnings associated with these services were removed 
based on t h e  assumption t h a t  these excluded services earned t h e  same 
r a t e  of return a s  total i n t e r s t a t e  services. 

In addition to the  above, Column B for Lines 2,  3 ,  4 ,  and 5 has been 
adjusted to incorporate the Commission’s Memorandum Opinion and Order 
and Notice of Proposed Rulemaking in cc Docket No. 96-22: Rate Base 
Treatment for OPEBs . 



%et i t  e c h Ope t a t ing Companies 
h e r i t e c h  Services 
2000 W. Ameritech Center Drive 4G50 
Hoffman Estates, Illinois 60196 

3. Rams 

1. tok! A.uonuos 

I 
FCC 092A 

PRICE CAP REGULATION 
RATE OF RETURN MONlTORlNO REPORT 

Raw ~irwilons on tho Roverso Boforo CocnoYt*rg 
O O l l r  Amomts s o w n  n ThOrundS 

Total lntwthto Syvkri Sublut to Rkr Crp 
F rst  RODort Fnrl Aopon 
C o l v m  A c o m  b 

2 314,807 

1,795,638 

1 
I 3,093,308 

See Attached For Comments 

IMPftlSONMENT UNOLA rWC PROVISIONS of THC U.S. COOL. Tmr 10, St-MN 1001. 
FCC 492A 



Attachment 
FCC 492A 

Reporting Company: Period Covered : 
Ameritech'Operating Companies From: 01/01/95 ~ o :  12/31/95 
Ameritech Services, Inc.  F i r s t  Report Piled8 04/01/96 
2000 W .  Ameritech Center Drive 4G50 
Hoffman Estates,  IL 60196 

The sharing amount impacting 1995 results is $57.0m which equals 
one-half of the  sharing exogenous change for t h e  1994/1995 tariff 
year plus one-half of the  exogenous change for the  1995/1996 tariff 
year. 
occurred due to sharing because the API was below the PCI in some of 
t h e  Price Cap baakets. Because heritech elected the 5.3 
productivity offset in l a s t  year's annual filing coupled w i t h  the 
Commission's granting of Ameritech's waiver request, Ameritech has 
no t  adjusted its earnings for the $57.0m in 1995. 

This amount does not equal the actual rate reductions that 

Revenues in the amount of $22.0 million associated with excluded 
services under Price Cap incentive regulation are excluded from t h e  
data reported. Earnings associated w i t h  these services were removed 
based on the assumption that these  excluded services earned the same 
rate of return as total  interstate services. 

fn addition to the above, Column A for Lines 2, 3 ,  4, and 5 has been 
adjusted to incorporate the Commission's Memorandum Opinion and O r d e r  
and N o t i c e  of Proposed Rulemaking in cc Docket No. 9 6 - 2 2 ;  R a t e  Base 
Treatment for OPEBs . 
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1994 Calendar year results 

PACIFIC BELL 
WORKPAPER IIC-5 

1994 SHARING REVISION 

1. Net return (including addhack) Form 492A, Item 3, Ln 3 

2. Rate Base Form 492A, Item 3, Ln 4 

3. Rate of return Line 1 / Line 2 

4. 1994 earnings at 12.25% Rate of Retun Line 2 x ,1225 

5 .  Earnings subject to sharing Line 1 - Line 4 

6. Earnings required to be shared Line 5 x 5VA 
W 

7. T ~ x  ~ O S S - U P  fatot See note 2 

8. Sharing revenue requirement Line 6 x Line 7 

9. Addtional sharing required, final VS. first Line 8b - Line 8a 

10. Interest at 1 1.25Y0 for two years 

1 1. Total sharing requirement adjustment 

Line 9 x .I 125 x 2 

Line 9 + Line 10 

370,577 370,798 

2,424,222 2,484,26 1 

I5.2We 14.93% 

296,967 304,322 

73,610 66,476 

36,805 33,238 

1.696209 1.696209 

62,429 56,379 

(6,050) 

(1,361) 

(794 1 1 )  

Note f Line 1 includes S3,984K for addback, as shown in Workpaper IIC-6, Page 2 of 2, from 
Transmittal No. 1803. 

Note 2 Tax gross up factor is based on Federal Income Tax rate = 0.35 and State lncomt Tax rate = 0.093. 
The composite tax factor = 0,093 + (0.35 * ( 2  - 0.093)) = 0.41045. 
The gross up factor = 1 + (0.41045/ (1 - 0.4 1045)) = 1.696209. 



PACIFIC BELL 
WORKPAPER IIC-12 

1993 SHARING REVISION 

1993 Calendar year results 

1. 

2. 

3. 

4. 

5. 

6.  
W 

7. 

8. 

9. 

10. 

11. 

Net return 

Rate Base 

Rate of return 

1994 earnings at 12.25% Rate of Return 

Earnings subject to sharing 

Earning required to be shared 

Tax gross-up factor 

Sharing revenue requirement 

Addtionai sharing required, revised v. AnaI 

Interest at I 1.25% fw three yeats 

Total sharing requirement adjustment 

Form 4924 Item 3, Ln 3 

Form 4 9 2 4  Item 3, Ln 4 

Line 1 /Line 2 

Line 2 x ,1225 

Line 1 - Line 4 

Line 5 x 50% 

SetNote 1 

Line 6 x Line 7 

Line 8b - Line 8a 

Line 9 x ,1125 x 3. 

Line 9 + Line 10 

316,215 316,215 

2,453,436 2,504,842 

12.8% 12.62% 

300,546 306,843 

15,669 9,372 

7,835 4,686 

1.696209 1.696209 

13,289 7,948 

(7,143) 

Note 1 Tax gross up factor is based on Federal Income Tax rate - 0.35 and State Income Tax rate - 0.093. 
The composite tax factor = 0.093 + (0.35 (1 - 0.093)) = 0.41 045. 
The gross up fator = 1 + (0.4 10451 ( 1 - 0.4 1045)) = 1.696209. 

W 
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PACIFIC BELL 
WORKPAPER TIC-6 

1995 SHARING REQUIREMENT 

1995 Calendar year results (Source: FCC Form 492A) 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

Operating income incl addback (see Note 1) Form 492A, Item 3, Ln 3 

Rate Base Form 492A, Item 3, Ln 4 

Rate of return Line 1 / Line 2 

1994 earnings at 12.25% rate of return Line 3 x ,1225 

Earnings subject to sharing Line 1 - Line 4 

Earnings required to be shared Line 5 x 50% 

Earnings to be shared adjusted for half-year Line 6 I 2  

Tax gross-up factor See Note 2 

Sharing revenue requirement Line 7 x Line 8 

Interest at 11.25% Line 9 x ,1125 

Total sharing requirement Line 9 + Line 10 

370,455 

2,45 1,590 

15.1 1% 

300,320 

70,136 

35,068 

17,534 

1.696209 

29,74 t 

3,346 

33,087 

Page I of2 Appendix B 



----- 

PROPOSED 5/13/96 

PACIFIC BELL 
WORKPAPER IIC-6 

1995 SHARING REQUIREMENT 

Note I Addback calculation: 

1994 Tariff period sharing revenue 
1992 sharing adjustment 
1993 sharing 

Total 
Amount shared in 1995. Tariff period sharing x 6/11 

(4.0 10) 
13.884 
9,874 
5,386 

1995 Tariff period sharing revenue 
1993 sharing adjustment 991 
1994 sharing 69,452 

Total 70,443 
32,020 Amount shared in 1995 ( Aug 95 - Dec 95). Tariff period sharing x 511 1 

1995 calendar year shared revenue 
Net income adjustment (1- composite tax rate of 4 1.045%) 

37,405 
0.589550 

1995 net income reduction due to sharing 22,052 

Note 2 Tax gross up factor is based on Federal Income Tax rate = 0.35 and State Income 
Tax rate = 0.093. The composite tax factor = 0.093 + (0.35 * (1 - 0.093)) = 0.41045. 
The gross up factor = 1 + (0.41045 / (1 - 0.41045)) = 1.696209. 

Page 2 of 2 Appendix B 
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PROPOSED 5/13/96 

PACIFIC BELL 
WORKPAPER IVC-1 

1996-97 TARIFF PERIOD FORECAST 
BASE FACTOR PORTION REVENUE REQUIREMENT 

1995 1996197 VARIANCE (4) 
BASE YEAR (2) FORECAST AMOUNT % 

Revenue Requirement 878,002 855,304 (22,698) -2.59% 
Miscellaneous Income 4,920 4,923 3 0.07% 
Uncollec tibles 3,173 3,173 - 0.00% 

Net Revenue 879,748 857,054 (22,694) -2.5896 

Total Expenses (3) 630,044 620,054 (9,990) - 1.59% 
Taxes less FIT 40,152 38,865 ( 1,287) -3.21% 
Federal Income Taxes 50,570 49,47 1 ( 1,099) -2.17% 

b d  

Return 163,928 148,664 ( 15,264) -9.3 I % 

Average Net Investment 1,457,136 1,32 1,456 (135,680) -9.3 1 % 

(1) Annual growth in revenue requirement from the mid-point of the base year to the mid-point of 
the tariff period (18 months) is - 1.7396 

(2) 1995 Base Year revised to reflect final view of 1995 results including RAO 20 rescission. 
Original workpaper displayed early view of 1995 data. 

(3) 1996/97 Forecast Total Expenses revised. Original submission included Property Taxes on this 
lint as well as the one below. The revenue requirement number is not affected; simply a display 
emr. 

(4) The variance amounts and percentages are restated to reflect the revisions noted in (2) and (3). 

Appendix 0 
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PROPOSED 51 1 3/96 

Basket 

PACIFIC BELL 
WORKPAPER IIC-7 

ESTIMATED 1996 TELECOMMUNICATIONS RELAY 
SERVICE (TRS) FUND CONTRIBUTION 

(Whole dollars) 

Total 
w 

Exog Cost Per 1996 1996 
1995 Filing Obligation Exogenous Costs 

(2)  (b) (c=b-a) 

201,881 2951 82 93.30 1 
72,409 101,283 28,874 

105,532 152,175 46,643 
32 47 15 

379,854 548,688 168,834 

(a) From Transmittal No. 1826 

(b) Per Pacific's 1996 TRS Fund Worksheet (form FCC 43 1) to 
be filed with NECA in April 1996. Calculated as follows: 

Interstate Access Revenue (Ln 9c) less Presubscription 
Interstate Non-operator Switched Toll Svc (Ln 1 2 )  
Xnterstate Rent Revenue (within Ln 8c) 

1,654,806,243 
1,8 10,790 
6,074,429 

Total 1,662,69 1,462 
0.00033 
548,688 

TRS Fund Factor (Ln 15) 
TRS payment allocated to Price Cap Baskets 

Common Line 
Traffic Sensitive 
Trunking 
Interexchange 

Distribution to the baskets is based on the filed "R" values. 

Appendix H 



PROPOSED 5/13/96 

PACIFIC BELL 
WORKPAPER IIC-8 

FCC REGULATORY FEE 
(Whole dollars) 

Remove 1994 
Payment & 

1995 Estimated Fee 
included in 1995 

Basket Exogenous Costs 
(a) 

Total (2,849,140) 

Common Line (1,67 1,495) 
Traffic Sensitive (326,252) 

, Trunking (851.1 11) 
L, In terexchange (282) 

1996 
Estimated Fee 

0)) 

1,432,522 

770,667 
264,432 
397,30 1 

124 

1996 
Exogenous Cost 

(c=a+b) 

( 1.4 16,6 18) 

(900.828) 
(61,820) 

(453.8 10) 
(158) 

(a) From Transmittal No. 1803 

(b) 1996 estimated fee is based on 1995 actual fee. That fee was calculated using revenues 
reported on FCC Form 431 (TRS Fund Worksheet) multiplied by 0.00088. Taking just the 
revenues from that form that are in the price cap baskets multiplied by the rate yields the 

following: 

Interstate Access Revenue (Ln 9c) less Presubscription 
Interstate Non-operator Switched Toll Service (Ln 12c) 
Interstate Rent Revenue (within Ln 8c) 

1,62 1,104,797 
1,076,634 
5,684,877 

Total 
FCC Regulatory Fee Factor 
FCC Regulatory Fee allocated to Price Cap Baskets 

1,627,866,308 
0.00088 

1,432,522 

Distribution to the baskets is based on the filed "R" values. 

V 

Appendix I 



EXHBIT 3 



F i g u r e  2F-2 
P a g e  1 o f  3 

'W 

FEDERAL COMMUNlCATIOlYS COMMISSION 
Waahingm. D.C. 20664 

Sea ravlno rid. tor htonrUtiOrr 
ryludintI publh budon ~6m.u. 

U 

- 
1. Namo and Addram of R.porting Compmmy 2. R.porahg c.lwldw Y u r  

SoumwWtem 8 d  Tdophono 
O m  B.I Cwtw 8 t h  4212 
St. Loth. M i u w i  63101 

(A) From: J a w  1. 1394 To: Doaombr 31, 1934 

(ni Ft.tR.portmwl: 
06/09/95 

(CJ Fh.l R.part FBd: 
03/29/98 - 

FCC 492A 

3. Itom. -- 
I .  ToulRwomrw 

2. T0t.l Exponow m n d  T a n  

3. Opwating Incomo (Not R.tunI(Lrr1 -Ln2t 

4. Ram Bar0 (Avg Nmt Iwut.1 

5.  Raw 01 Rotvn (Ln3M)  

6. Shuingllow End AdiuPnunt Amount 

7. FCC Ordrmd R O W  - Am#tired for C u r m t  M -- 
REMARKS 
SEE ATfACHMENTS 

Fit  A.p#r 
Cd  A 

1,969,463 

1,644,209 

426.264 

3,187,628 

13.43% 

(326121 

1,983.463 

1,644,182 

426.281 

3,268,043 

13.01 % 

(20.7701 

0 

(27 J 

27 

100All) 

11,842 
I 



Figure 2F-2 
P a g e  2 of 3 

Southwestern Bell Tekpitone 
Attachment 
FCC F o ~  492A - 1994 
Page 1 of2 
March29, 1996 

Excluded services revenues of $1 1.2 million have been removed h m  Form 492A as required in the ordtr on 
Reconsideration (CC Docket 87-313), paragraph 99 released Apnll7, 1991, and paragraph 26 of the 1996 TRP 
Plan, reltastd February 29, 1996. Excluded services mmucs represent 0.57% of total revenues prior to their 
exclusion. Excluded smices costs have likewise been e x h i e d  from the earnings calculations. 

Total revenues include an add-back adjustment of $8.454. million calculated as follows: 

sharing No. of 
Exogellous Months 1994 
<&3&b!mm. bEf5ect moua 

1994 Annual Filing Transmittal No. 2344 15,25&001) 6.0 7,626,000 
09/01/94 Exogenous Cost F h g  3,972,706 (a) 2.5 827.647 

1994 Add Back Adjustment 8,453,647 

1 1994 Add Back Adjustment as 
reflected on Form 492.4 (Ooos) 8,454 

Note: 
(a) See letter and attachments to Mr. William Caton r n o d w g  1994 shanng effective October 16, 1994. 

(1) Revised Sharing Inciudmg Interest ( 1 8,066,MO) 

(2) Sharing Included in 1990 Annual Filing (15,252,000) 

(3) Additional Sharing Plus Interest (LLL2) (298 14,000) 

(4) Gross Up Factor (to reflect 8.5 month 
period from October 16, 1994 to 
June 30, 1995) 

1.41 17647 

( 5 )  Total Exogenous Cost (L3 * L4) (3,972,706) 



F i g u r e  2F-2 
Page 3 of 3 

Southwestern Bell Telephone 
Attachmmt 
FCC F o ~  492.4 - 1994 
Page 2 of 2 
March 29, 19% 

The final Form 492A for 1994 reflects the application dthe Commission’s Memorandum Opinion and Order 
(CC Docket 96-22). rcleased March 7, 19%. 

In addition minor outaf-period adjustments were made &er the initi;il Form 492 for 1994 was 
filed to reflect the interstate effect of Separations changes in Exchange Message Mixed (EMM) usage. 

Following is the calculation of sharing tor the 1993 monitoring paiod: 

Operating Income (Net Return) 
Rate Bast= (Avg. Net Investment) 
Net Operating Income @ 12.25O’o 
NO1 Over I2.25?6 
Tax Gross Up (0.5752) 
Revenue over 12.25S’o 

Sharing with Interest Note 2 

Note 1 

u Sharinghount 

OrigjnaI 492 
42: 2 5 4  

.3,16’1,628 
38 3,034 
3 7,220 
21.409 
5 8,629 

(2 9,3 14) 
(32,612) 

Final 492 
125,281 

3.268.043 
1)00,33 5 

24,946 
14,349 
39,295 

(19,647) 
(20.770) 

Notes: 
1. Tax Gross Up - 

Composite Weighted Effective State Tax Rate 2.33?40 
Effecth Federal Tau Rate (35O’O * (l-Slatc rate)) 34.18*/0 
Combined Effective Rate 36.51% 

Tax Gross IJp Factor (tax rate/‘( 1-tax rail:)) 0.5752 

2. Interest was calculated on the retised s M g  mount 3s follows: 
a. Shanng amount before Interest 

c. Shanng Adjustment [( 19,647) - (29.314):: 
d. Interest on Adjustment ( 1  year @ 11.2501) 

(19,647) 

9,667 
1,088 

b. Interest @ 11.2596 (VW 

Shanng with Interest (a+b+d) (20,770) 



F i g u r e  2F-3 

1993 Sharing Adjustment 

1 .  I993 Sharing (before interest) 
from Final Form 492A, filed March 1995 

2. 1993 Sharing (before interest) 

3 .  Revised Sharing (before interest) 

4. Sharing Adjustment (L3 - L2) 

5 .  Interest on Adjustment (L4 * 1 1.25% * 3 years) 

6. Sharing Adjustment including interest (L4 + L5) 

(a) Revised Sharing is calculated as follows: 

1 .  Net Operating Income 
2. Average Net Investment 

4. NO1 @ 12.25% 
5.  NO1 over 12.25% 
6. Tax Gross Up (0.5769) ** 
7. Revenue over 12.25% 
8. Sharing Amount 

” 3. Rate of Return (1J1 lL2) 
(L 2 * 12.25%) 

(L 1 -L4) 

(L5 + L6) 
:L7 * 50%) 

** - Tax Gross Up: 
Weighted Composite Effective State Tax Rate 
Effective Federal Tax Rate (3 5% * I: 1 -str te rate)) 
Combined Effective State Tax Rate 

Tax Gross Up Factor (tax rate/ ( 1  -tax ratc:)) 

Note (a) 

2.44% 
34.15% 
36.58% 

0.5769 

18,066,000 

16,202,642 

13,502,047 

(2,700,595) 

(91 1,451) 

(3,6 12,046) 

400,666,164 
3,130,948,25 1 

3 8 3 3 4  1,16 1 
1 7,125,003 
9,879,092 

27,004,095 
13,502,047 

12.80% 

Y 



2 . P  EARNINGS SHARING AND LOWER ADJUST4ENT 

SWBT's earnings of 13.37% during the 19% bast period, as  shown on its 

Form 492 included as Figure 2F-1, requires a PCI sharing adjustment of 

($16,519,896) per Section 61.45(d) (2). The total sharing amount was allocated 

to the baskets based on each basket's share of price cap revenue as shown i n  

the following table: 

BAS m:r REVENUE ( 000) 

Common Line $964 , 910.7 

Traffic Sensitive 352 , 33'1.9 

Trunking 746,006.9 

Interexchange 2 8 , s w . a  

Video Dial Tone 0 

Total $2,091,80!5.3 

1995 
PERCENT SHARING 

46.1% ( $  7,615,672) 

16.8% ( 2 ,775 ,343)  

35.79 ( 5,897,603) 

1.4% ( 2 3 1 , 2 7 8 )  

0% ( 0 )  

100.0% ( l6,519,896) 

SWBT's 1995 Annual Access Tariff F i l i n g  contained a sharing adjustment of 

($32,612,141) based on reported earning5 of 13.43% for the 1994 base period. 

This t o t a l  1994 base period sharing exogenous cost adjustment, adjusted for 

the change in the 'R* values i n  existenze at the t i m e  the PCI  sharing 

adjustment was made", is being reversed in th i s  filing as a positive exogenous 

cost .  The sharing reversal calculation i s  shown in the fallowing table. 

CL $964 ,275 ,301  

TS 326,112,506 

T R K  684,3241 3 4 7  

IX 38,919,863 

VDT 0 

TOTAL $2,013,, 632,017 

*D  = B/A X C 

IC) 
8 / 1 / 9 5  
SHARING 

5,381,003 

521,7 94 

0 

$32,612,141 

(D) 
7/1/96 
SHARING -- R€VERSAL+ 

11,861,632 

450,132 

0 

$32 I 034,237 

* See TRP Plan at footnote 23 addressing the calculation of the sharing 
reversal. 

2- 11 
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The current reported earnings for the 15194 base period, as shown on i t s  Form 

492 included as  Figure 2F-2, and consistent with paragraph 25 of the RAO 2 0  

Order+ is 13.016. Since this i s  lower than the 13.43% ROR and sharing amount 

included i n  the current P C I s ,  an exogenous cost trueup adjustment of 

$11,841,864 is required. This sharing trueup was allocated to the baskets 

based on each basket's share of pric:e czp revenue as shown in the  following 

table. 

BASKET REVENUE (000) 

Common Line $964,910.7 

Traffic Sensitive 352,337.9 

Trunking 746,006.9 

Interexchange 2 0 , 5 4 9 . 8  

Video Dial Tone 0 

T o t a l  $2,091,8O:1.3 

1994 
PERCENT SHARING TRUEUP 

46.1% $5,459,099 

16.8% 1,989,433 

35.7% 4,227,545 

1.4% 165,787 

. O %  0 

100.0% $11,841,864 

V 

*Paragraph 25 states "we find that PA0 2:O exceeded the Bureau's delegated 
authority to the extent that it directcd exclusions from and additions to the 
rate base for which the Part 65 rules do not specifically prov ide . .  . . 
Accordingly, the portion of RAO 20 that: addresses the rate base treatment of 
prepayments and accrued l i a b i l i t i e s  related to OPEBs is rescinded." 

2-:.2 
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The RAO 20 Order also caused a revision t o  the earnings and sharing for the 

1993 base period. As shown on Figure 21'-3, 1993 restated earnings are 12.80%. 

Since this is lower than the 12.91% ROR and sharing amount that was previously 

included i n  the P C I s ,  an exogenous c o s t  trueup adjustment of $ 3 , 6 1 2 , 0 4 6  i s  

required. This sharing trueup was allocated to the baskets in the same manner 

as the 1994 sharing trueup, re su l tkg  i r  the following exogenous costs. 

1993 
BASKET SHARING TRUEUE 

Common Line $1,665,123 

Traffic Sensitive 606,824 

Trunking 1,289, S C O  

Interexchange 5 0 , 5 € 9  

Video Dial Tone 0 

Total $3, 612,046 

2-13 
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Exhlblt 8 
Transmittal 217 

Sharing--. 

W 

ORlGlNAL TRUE-UP 
NOTE 3 

U 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

NEVADA BELL 

for the 1996 Annual Filing 
1994 FINAL SHARING TRUE-UP CALCULATION 

Achieved ROR 

Cap RORIAchieved ROR (See Note 1) 17.2500% 

Benchmark ROfUCap ROR (See Note 1) 13.2500% 

DMuronw Ln 2 - Ln 3 4.000oom 

Rode ease $68,OO7,28 1 

shad E U n k t g S  Lns 5 x Ln 4 2,720,291 

Tax Gross Up (Seo N d o  2) Ln 6 x 53846 1,464,773 

T d d  to k Shrred Ln 6 + Ln 7 $4,185,065 

Customer Sharing Percent 50.00% 

Customers' Sharlng Ln 6 x Ln 8 $2,092,532 

IrrtwestonSharlng(.Janl-Dec31,1995) LnlOx11.25% 

Tdd to Cwtomemi Ln 1 0 + L n l i  

i n t ~ o n R e v l r l o n - J a n l D e c 3 1 , 1 9 9 6  (LnlOTrueupx11.25%) 

Tdd to Customers Ln 12 + Ln 13 

4.96QBn 4.2874% 

17.910596 18.2169% -0.2974% 

17.61S% 

17.25000! 

0.6695Oh 4.6895% 

$68,007,281 

455,287 

245,155 

$700,441 

100.00% 

$700,441 52,792,074 3,033,398 ($240,423) 

314,210 341,257 (27,048) 

$3,107,183 $3,374,653 ($267,470) 

(2LQa NIA 0 

53980.138 NIA 

NOTE 1: 
In the 1993 Filing, TnnsrnlttPl Letter No. 156, April 2,1693, a 4.3 Produdivly Factor was chosen. 
In the 1994 Fliing, TranrmRd Letter No. 198, April 1,1994, a 4.3 Productivity Factor was chosen. 

Produdivty Shoring 
Ea& Benchmark ml- 

3.3 12.25% 16.25% 
4.3 13.25% 47.25Oh 

Mixed 12.75% 16.75% 

NOTE 2: Federal Tax R t e  is 35%. Grow up factor = Tax Rate/(l-Tax Rate) 
NOTE 3: Change in shrlng h due to Revenue Normalization, the finalidion of certain studies, 

and tho rescinding d OPE6 ratebare treatment included in RAO 20 per Memorandum O @ n h  and Order urd 
N d b  d Proposed Rulmaklng, in CC Docket No. 96-22, released March 7,1996. 

SHARING 
FINAL INCLUDED IN 

LLOCATfON TO PRICE CAP BASKETS 

BASKET REVENUE DlsTR-BLmRATES 

Carrier Common tine $18,683,702 35.40ah ($1,090,273) (1.197'123) 

T M k  Sansltive 16,583,566 31.42% (967,721) (1 ,osO,893) 

Ttunking 17,429,041 33.M0h (1,017,056) (1,111,054) 

Interexchange 87.120 Q&lz.% WI 15.5831 
TOTAL $52,783,428 100.00% 

I994 SHARING TRUE-UP 
TO BE INCLUDED IN 
jw.mmEs 

Q5ExoGl.wK4 
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P i n t  R e p o r t  P f M t  a- 
Cot A b l 8  

52,660 52,783 
40,554 40,597 
12,106 . 12,186 * 

18.22% 17.92% 
(3,375) . (3,080) 
None 

66,457 ' - 68.m 

...., - .  

O i f f  et- 

123 

43 
80 

.1,551 
(.30%) 

C (n * A) 

295 . 

Exhibit 8A 
Transmittal 217 

1, Y y h  urdAd&W 8f R-h 
. Nevada &U 

645 E. Plumb Lane 
Rem, NV 89520 

5 19/95 (revised) 
313 1/96 

m43u . . PRlCE CAP REGULATION 
RATE OF RETURN MOMTORING REPORT 

Poltar Ailpantr Shom In Thousads 

. 
/Read Imtnretfans on the Rmme Wore m t r t  f* 

AddglcL Revenue wu mcrased by S2,233K to include h e  sharing obligation reflected in 1994 cakndar rates. 
Revenue and associated costs to tzhg  $31 8X have been excluded from priCe clp evningJ for Ptesubschptioa ;rod 

Indiiidull curt Basis. 

17.92% and 17.25% tbc nte at which sharing is 100% with a 4.3% productivity factor. 2) The difference was alcutaaed bctween the cap rate of 
rttum of 17.25% rod 13.252, the range at which sharing is 50% with a 4.3 productivity factor. 3) To dacnoine shuubfc tuniargs, both 
differences were multiplied by the jurisdictional rate base and grossed up for tax ushg a factor of 1 -+ I / ( l a x  ne) or 1538462. The tax TUC uscd is 
tbe federal income tax rate of 35% as Nevada has no state income tu, 4) The customer's share w u  calculated by multiplying shareable d g s  in 
the 50% sharing range by 50% 
1 1 3 %  fbr 12 m n b  dkdXlg the period from 1/1/95 to the midpobt of tbe sharing pe&d (1U31/ps). 6) l h c  diffmoce between &be odgin?] and 
fmd shuinp amounts was calculated and an addithnabl12 months of mterest for 1/1/96 to 12/31/96 at 11.U'Ic was applied. 

Sharing ww caIculated using the following 6 steps: 1) The difference was calculited between the achieved rate of return of 

rddbg the sharable eVnings m the 100% range and 5)  Interest was rpplicd urbg an annual interest rate of 

The change m sharing is due to Revenue Normalhation, the fhlkathn of ccrtpin Wk, and the minding of OPEB 
m CC D&t No. 96-22. released 



Attachment 1 
Proposed 5/13/96 

J 

NEVADA BELL 
IMPACT OF RAO 20 RATEBASE TREATMENT ON SHARINGS 

for the 1996 Annual Filing 

!!& De script ion Source 

1 
2 
3 
4 
5 
6 
7 
8 
9 
I O  
11 

Total OPEB 
Interstate Factor 
Interstate OPE6 
Composite ROR 
Shared Earnings 
Tax Gross Up 
Shared Earnings with Tax 
Interest Rate 
Interest I st Year 
Interest 2nd Year 
Sharing to customer at 500% 

Acct 431 0.9 less 141 0 

Ln 1 x Ln 2 
(1 7.25 +I 3.25)/2 
L n 3 x L n 4  

L n 5 x L n 6  
1 +(.35/(1-.35)) 

Ln 7 x Ln 8 
L n 7 x L n 8  
L n 7 + L n 9 + L n I O  

5,356,646 
32.327 7% 
1,731,325 

1 5.25% 
264,027 
1.5385 

406,185 
11.25% 
45,697 
45,607 

497,589 (Note 1) 

Note 1: Reduction to sharing as a result of the rescinding of RAO 20 

0511 0196 96 Fl Lf NG . WK4 
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EXHIBIT 1 



u Before the 
FEDERAL COMMUNICATIONS COMMISSION 

Washington, D.C. 20554 

In the Matter of 

1996 Annual Access Tariff Filing 1 Transmittal No. 961 
Ameritech Operating Companies 
Revisions to Tariff FCC No. 2 

OPPOSITION OF AMERITECH 

Ameritechl submits this opposition to petitions filed by AT&T Corp. (”AT&T”), 

MCI Telecommunications Corpora tion (”MCI”), and Sprint Communications Company, 

L.P. (“Sprint”) regarding the 1996 annual access tariff filing of Ameritech and other 

local exchange carriers (“LECs”). 

I. RAO 20 Adiustments. 

In their annual access filings, Ameritech and other LECs made adjustments to 

correct the effect of the Common Carrier Bureau’s (“Bureau”) 1992 directive requiring 

LECs to remove accrued liabilities associated with other post employment benefits 

(”OPEBs”) from their rate bases? The effect of the Bureau’s order was to decrease the 
4 

LECs’ interstate rate base, increasing their apparent interstate earnings which, for 

Ameritech, resulted in an increase in price cap sharing due to earnings in 1992,1993, 

1 Ameritech means: Illinois Bell Telephone Company, lndiana Bell Telephone Company, Incorporated, 
Michigan Bell Telephone Company, The Ohio Bell Telephone Company and Wisconsin Bell, lnc. 

Responsible Accounting Officer Letter 20, DA 92-520 (released May 4,1992) (”R40 20“). 



r/ and 1994. In its recent order on RAO 20: the Commission correctly concluded that, in 

that letter, the Bureau had exceeded its authority to the extent that it directed exclusions 

from and additions to the rate base for which the Commission's Part 65 rules do not 

specifically provide. In essence, the Bureau exceeded its authority which is limited to 

explaining, interpreting and resolving accounting matters. The Commission, therefore, 

rescinded the letter. 

AT&T and MCI both claim that it is inappropriate for any LEC to attempt to 

correct the effects of RAO 20 because these are inappropriate retroactive changes) 

because the Commission rules provide that LECs can adjust their reported earnings 

only within 15 months of the end of the calendar year: because no waiver was 

requested pursuant to the Commission's exogenous change rules,6 and because the 

adjustment is premature since the Commission is currently considering how OPEBs 

should be treated in the context of its recent rulemaking initiated by the RAO Order? 

9 

'* 

The argument that the proposed changes are improperly retroactive is without 

merit. Whatever the rule against retroactive ratemaking means, it has never been 

interpreted as prohibiting a carrier from recouping amounts it has previously been 

In the Matters of Responsible Accountin? Officer Letter 20, Uniform Accountin? for Post Retirement 
Benefits Other Than Pensions in Part 32 and Amendments to Part 65. Interstate Rate of Return 
Prescription Procedures and Methodolodes. SubDart G, Rate Base, Memorandum Opinion and Order 
and Notice of Proposed Rulemaking, AAD 92-65 and CC Docket No. 96-22 (released March 7,1996) 
("MO 20 Order"). 

AT&T at note 8. 

MCJ at 6. 

AT&T at 5, MCI at 7. 'd 
7 M a  at S; see also Sprint at 4-5. 

- 2 -  



barred from recovering from ratepayers via unlawful regulatory action. To hold 

otherwise would raise serious questions of unconstitutional confiscation. 
Ls 

Moreover, no separate waiver request is necessary8 because no separate 

determination is required of the Commission for a finding that LEC adjustments herein 

are appropriate if the unauthorized Bureau action had a detrimental impact on LEC 

revenues. As noted above, the Commission already determined that the Bureau had no 

authority to order the reduction of LEC rate bases by the amount of the OPEB accrued 

liability. The Commission cannot, within constitutional bounds, hold that LECs cannot 

take corrective action. The only matter truly at issue is whether the amount of the 

adjustments proposed by the LECs in this case are appropriate. However, that issue is 

one that is easily addressed in the context of this tariff proceeding. 

Ameritech took the adjustment in this filing, not as an exogenous cost change, 

but rather as a sharing adjustment due to a change in prior period earnings. No 

separate waiver is required for Ameritech to go back more than 15 months to amend 

prior period earnings because the Commission made all the necessary findings that that 

is an appropriate course of action in the RAO 20 Order when it found that RAO 20’s 

rate base directive, which led to misstated earnings figures, was ultra vires. Moreover, 

even if this adjustment were to be considered an exogenous cost change, no separate 

waiver is required. Clearly, to the extent that RAO 20 resulted in LEC rate changes, the 

requirements of the Commission’s exogenous cost rules have been met - i.e., there was 

an economic cost change caused by administrative requirements beyond the control of 

8With respect to either the 15-month earnings adjustment provision or the exogenous cost rules. 4 
-3- 



L !: the price cap carriers which is not reflected in the GDP-PI? The Commission’s finding 

in the RAO Order that the rate base aspects of RAO 20 were void must, therefore, 

/ 

necessarily be considered an exogenous cost waiver. 

In addition, the fact that the Commission is currently considering the appropriate 

rate base treatment of OPEB costs is irrelevant since, as the Commission itself admits, 

that would constitute a rule change that would have prospective effect only. 

Alternatively, petitioners all allege that Ameritech and other LECs have not 

adequately documented their adjustments. Ameritech, however, submitted an Exhibit 

13 with its annual filing which detailed the effects of the RAO 20 adjustments on 

Ameritech’s rate base, returns, and sharing.’ 

As AT&T stated, “The LECs should be allowed to include in the rate base what 

was previously excluded, in order to preclude the LECs from gaming the rules.”’O 

Consistent with that statement, Ameritech made the OPEB adjustments to its 1992,1993, 

and 1994 rates bases to reflect actual 4310.2 account balances. 

In the Matter of Price CaD Performance Review for Local ExchanFe Carriers, CC Docket No. 94-1, FCC 
95-132 (released April 17, 1995) (”LEC Price Cap Review Order”) at 1 293. AT&”% argument (at note 13) 
that the Commission needs to examine whether the OPEB expenses would have been allowed as 
exogenous costs in the calculation of price cap indexes in prior periods is a red hemng. At issue here is 
the rate base treatment of OPEB accntals not whether OPEB expenses, which were still booked as 
expenses on an accrual basis, might have been appropriately factored into exogenous adjustments to the 
price cap indexes. 

lo AT&T at Appendix B-3. 

- 4 -  
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No estimates were used since actual account balances are available.” Specifically, 

Ameritech adjusted the rate base using a methodology that utilized actual Account 

4310.2 balances to reverse the effects of previous reductions to the interstate rate bases. 

Account 4310.2 balances were obtained by month by state jurisdiction for the period 

July, 1992, through December, 1995. An average balance was calculated for each year 

for each jurisdiction. (The 1992 value is the six-month average of the months July 

through December for which recorded results were available.) The separations process 

was simulated in order to obtain the interstate amount to be overlayed to the rate base. 

This was done by selecting one month in each year for each state which most closely 

approximated the annual average. For example, the calculation of the average balance 

in Account 4310.2 for the Michigan jurisdiction for the year 1993 resulted in a number 

that most closely matched the value of Account 4310.2 in the October, 1993, settlement 

month. Thus, October, 1993, separations data was then used to determine the interstate 

average net investment value for Michigan for the year 1993. 

l1 AT&T attempted to develop an estimate of the rate base adjustments applicable to Ameritech using 
information from Ameritech’s direct case. That direct case, however, was only Ameritech’s estimate of 
the 1993 effects of OPEB adjustments intending to demonstrate that exogenous cost treatment should be 
granted for the incremental costs of implementing SFAS No. Y 06 (costs over and above the previous cash 
or ”pay-as-you-go” basis). Several events have occurred which have affected these estimates. Significant 
work force reductions resulted in curtailments of Ameritech’s OPEB plans. Ameritech measured the 
curtailment losses in accordance with SFAS No. 106 (91 96-99). These amounts were determined by an 
independent actuarial firm who furnished the details to Ameritech’s external auditors as part of their 
annual attestation. RAO 24 (Accounting for Workforce Reduction Programs, Released March 24,1994) 
requires that these OPEB-related costs be recognized as current period operating costs at the time of 
payment or when employees leave the payroll - thus increasing OPEB accrual liability. Also, Ameritech 
has on occasion made additional payments to the non-management VEBA which reduces OPEB liability. 
Moreover, the AT&T analysis ignores the fact that the amount reflected in Account 431 02 in a given year 

@ is a cumulative balance camed over from prior years, not just the result of one year‘s activity. This flaw 
is evident in the calculation shown on line 6 of Appendix R3 which incorrectly uses a zero balance 
starting point in determining the average. 

-5- 



On another point, with respect AT&"% and MCI's allegation that the LECs have 

failed to show all rate impacts of the re-inclusion of these OPEB amounts in the rate 

- base?2 Ameritech would note that the impact of the inclusion on the common line 

I 
revenue requirement is more complex than the issue involved in this case. Here we are 

dealing simply with index adjustments that account for the fact that LECs shared too 

much in the past because of a Bureau error. Increasing the base factor portion (''BFP") 

revenue requirement as suggested by MCI could potentially result in end user common 

line ("EUCL") rate increases as well as carrier common line ("CCL") rate decreases. 

Obviously, the issue of EUCL rate increases is a more complex one that would more 

appropriately be resolved outside the context of a tariff review pr~ceeding.'~ 

11. Reversal of Sharing Amounts Included in 95/96 Rates. 4 - 

Sprint argues that Ameritech incorrectly calculated the "exogenous cost increase" 

associated with the reversal of sharing currently included in its interstate rates. 

Ameritech agrees that its reversal of 1994 sharing as shown in Transmittal No. 961 is 

incorrect due to the use of an incorrect R Factor in calculating the figures shown on 

form EXG-I. However, Sprint apparently took the 1995 data utilized in Appendix 1 of 

its petition from Ameritech's TRP filed on May 9,1995, in connection with Transmittal 

No. 882. That TRP, however, was superseded by the TRP filed on July 27,1995, with 

Transmittal No. 905. Attachment A shows the calculation using the revised data. 

l2 AT&T at 8-9, M U  at 6. 

y3 It should be noted that no CCL rate decreases would be appropriate unless corresponding and off- 
setting EUCL rate increases were authorized as well. Otherwise, constitutional confiscation issues would 
be implicated. 

'& 

- 6 -  



In addition, although there were no comments from any party on the issue, 8 
Ameritech would point out that the its use of an incorrect R Factor also affected the 

reversal of its 5.3 waiver amountY The corrected figures €or the reversal of that amount 

are included on Attachment B. 

The corrections as shown will be included in any compliance submission made 

by Ameritech in connection with this annual filing. 

Respectfully submitted, 

Dated: May 13,1996 

‘ t  4 

l4 Order, DA 95-1611 (released July 16,1995). 

Michael S. Pabian 
Counsel for Ameritech 
Room 4H82 
2000 West Ameritech Center Drive 
Hoffman Estates, IL 60’196-1025 
(847) 248-6044 
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HAY 1 3  1996 

Before The 
Federal Communications Commission 

Washington, D.C. 20554 

In the Matter of 1 
1 

1 
Nevada Bell 1 
Revisions to TarifT 1 
FCCNO. 1 1 

1996 ANlual Access Charge Tariff Filings ) 

Transmittal No. 21 7 

RESPONSE OF NEVADA BELL TO PETITIONS TO REJECT OR SUSPEND 
AND INVESTIGATE ITS 1936 ANNUAL ACCESS TARIFF FILING 

Nevada Bell hereby responds to the Petitions to Reject, or in the 

Ahernanve IO Suspend and Investigate filed by AT&T, MCI Telecomunkahs  

Corporation (“MCI”) and Sprint Communka~ons Company, L.P. (“Sprint”) on April 29, 

1996. The objections center on calculations relaring to RAO 20, Base Facxor Portion 

(BFP), add back of sharing and Regulatory Fees. While we acknowledge that one minor 

revision is necessary IO our annual filing, we do not agree with the peritioners’ claims. 

W E  APPROPRIATELY CALCULATED TFE EFFECTS OF RAO 20 

AI1 three carriers take issue with how the recent rescission of RAO 20 affects the 

tales filed in the 1996 annual filing. T h e  petirioners have focused on a variety of the 

calculations relating to RAO 20. AT&T @.2-8), MCI @. 3-6) and Sprint @. 1-5) claim 

that we did not adequnely justify our inclusion of the amounts addcd back into the rate 

1 



base as a result of the rescission of RAO 20. In addition, AT&T argues thar we should 

not have engaged in an exogenous cost change without prior commission approval. A11 

b e e  carriers allege that we failed io include the effect of RAO 20 rescission on BFf 

calculations. 

On March 7, 1996, the Commission rescinded RAO 20.' RAO 20 bad required us 

to  reduce rare base for certain Postretirement Benefits Other Than Pensions (OPEB). 

Because RAO 20 was rescinded, we recalculated OUY rate base to not include OPEB. T h i s  

recalcularion affected the amounts required 10 be shared with ratepayers. 

AT&T, MCI and Sprint each Ztaie that they do not understand how we cumpured 

ihe RAO 20 amounts or the final 1994 sharing.' AT&T incorrectly projects that the 

1994 rate base amount ztuiburable to the RAO 20 rescission for Nevada is $1 550 million 

(AT&T Appendix B-2). MCI also incorrectly calculates the sharing impacr to be 

S295,OOO (MCI p.5). While we do not normally note each hem used to calculate the 

sharing amounts, in order to make clezr the -0 20 effect, we provide Attachment 1 

showing the 1394 sharing impact as a result of the rescission of RAO 20. This 

1 2 - u -  C $  countinp for Pensim 
Lgefits other than Pension5 in -dments to Part 65. Ilarer,tare c; R 3 m  
hescrbtion Procedures and Methodo 

and Order and Notice of Pr- e king, released March 7, MCm- 
1996. 

Subnart G. Rate RaseJMD 92-65, . .  

Our filing contained all required support and documentation for this calculation. 2 

There is no specific requiremen1 IO submit additional suppon workpapers for sharing 
calculations in thc TRP. 

2 



amchmcnt shows the actudl difference for the 1994 rate bzse $1.731 million3 and &e 

1994 sharing difference is $497,589. 

Contrary to AT&T’s allegation, no waiver or other procedural motion is necessary 

for us to recalculate our sharing amounts. Sharing is calculated based on the earnings of 

&e reporting period, and may be recalculated based on changes in those earnings. It is 

not an exogenous cost m o u n t  for which a waiver 01 petition is needed. 

Fonn FCC 492A repons the imerstate earnings and sharing obligation. Section 

65.500(d) of ihe Commission’s rules, cired by MCI {P.6.), simply requires LECs to adjust 

reponed earnings within IS months of the end of the year.4 

Sprint asks the Commission to not allow us to incorporate the changes to sharing 

until after the Commission considers 2nd rules upon the ptnding NPRM on accounting 

for OPE& (p.4-5). The Commission has no authority to do this since Section 65.830 of 

the Commission’s rules (47 CFR) only allows unfunded pension benefits to be deducted 

from the rate base. Sprint’s approach would have us violate the Commission’s Part 65 

nles in OUT accounting neatment. The Commission has no basis to waive this rule, and 

no public interest would be served by doing so. 

Further, the Order and NPRM makes clear That the Bureau exceeded its authority 

in issuing the RAO letter instructing us KO adjust rate base for the OPE3 amounts. 

-~ ~~ 

3 This discrepancy is attributable KO AT&T’s assumption that the total change fiom 
the initial Fonn 492A to the final Form 492A was due to RAO 20 issues. This is untrue. 

Clearly the sharing calculations for 1994 and 1995 may be reconfigured based on 4 

the change in earnings due IO the RAO 20 rescission. The final Form 492A repon for 
1994 had not yet been issued, and therefore, even under MCI’s view, are properly 
recalculable. 



Adverse consequences must not be allowed to flow from such an illegal directive. We 

must be allowed recompense for the conecl rate base in accordance with the 

Commission’s o m  rules. 

Contrary to characterizations made by AT&T, there is no retroactive ratemaking ’ 

involved in the recalcula6on of sharing amounts for past years. ’Ihe Court of Appeds 

recently faced this question when presented with arguments that compelling add back to 

adjusr past earning levels in years where a canier ha shared was tantamount to 

retroactive ratemaking. The Court disa@eed with this argument, holding that “the 

sharing rules draw upon the ‘antecedent facts’ of a local exchange carrier’s prior earnings 

and sharing obligations ... in establishing the local exchange carrier’s sharing obligation 

for h e  nem period. A regulation is not made retroactive “merely because it draws upon 

antecedenr facts for its operation.”’ Thus the recalculation of sharing dollars based on 

changes to the antecedent facts upon which sharing is based affects only prospective 

eamings and is not retroacthe ratemaking. 

The rescission of RAO 20 and subsequent recalculation of sharing obligations 

does nol, and should not, affect the BFP calculation. MCI and AT&T claim ihar if LECs 

are allowed to include the effects of RAO 20 on PCIs, then the BFP revenue requirement 

should similarly increase (MCI p.6, AT&T p.9). However, BFP is based on forecasted 

budge1 and demand projections and is different fiom the sharing calculation which is 

based on fiistorical earnings for a period of time. BFP revenue requirement is a forward- 

looking interstate revenue requirement estimate for the period July 1, 1996 to lune 30, 

Re11 mantic v FCC, 79 F.3d 1195,1206 (DC Cir. 1996) 5 

4 



1997. BFP revenue requirement is a component of the monthly End User Common Line 

Charge (EUCL) calculation. We calmlared that revenue requirement conservatively on 

the basis of &e FCC’s proposed treatmen1 in the NPRM. Using the conservative 

approach in ihe EUCL calculation does not h a m  the carriers because Nevada Bell has 

priced its C h e r  Common Line (CCL) rzte $2.5 million below the cap and the impact on 

the EUCL charge is only S104,OOO. 

WE COMPUTED THE ADD ]BACK OF SHANNG CORRECTLY BASED ON 50 
PERCENT OF THE 1994 E M I I U G S ,  ASD 50 PERCENT OF THE 1995 

EARNINGS. 

AT&T and MCI state &at we have incorrectly calculated OUT addback obligations. 

We accurately calculated our addback obligation based on 50 perceni of both the 1994 

and 1995 sharing obligations. We are including a revised Exhibit 9B to more clearly 

di spl ay our add back cal c ulations . 

REGULATORY FEES 

Sprint states that the basis for the interstate price cap regulatory fees is the “R” 

value. This is not appropriate for Nevada Bell for w o  reasons. The first is that Nevada 

Bell takes a conservative approach by forecasting the regulatory fee exogenous mst 

changes based on the  difference in historical fees paid to the FCC. The 199611 997 

exogenous amount includcd in Nevada Bell’s filing is the difference bemreen the 1995 

regulatory fees paid to the FCC of $61,385 and the amount previously included as 

5 



exogenous of $14,930. Nevada Bell chose not to make a mid-year filing, but rather to 

include the impact of the annual September payment in its annual filing. Secondly, the 

reason why using the growth in the “R” value alone as the basis for the regulatory fees is 

not appropriate, is that not all regulatory fees are assessed based on revenue. CC 

Domestic Public Fixed Radio and Wireless Public Mobile Radio fees are assessed based 

on call signs and units respectively and the level ofthe fees increased for these between 

1995 and 1994. 

Sprint is conect, however, in its claini that Nevada Bell has overstzted its 

regulatory fee exogenous costs. Nevada Bell inadvenently included the total increase 

between the regulatory fee paid in 1995 and the mount  previously included as 

exogenous rather rhan just the interstzre price cap portion of the fees as determined by a 

percent of price cap IO non-price cap revenues. In addition, Nevada Bell will allocate the 

fee proportionztely IO the price cap baskets using the price cap revenue 2s an allocator 

consisteni with the Commission Order regarding this issue released October 7, 1994: 

rather than on rhe Part 69 General Support Fzciljtier allocator. Nevada Bell will, 

therefore, reduce its 1996 Annual Access Tariff filing exogenous costs for regulatory fees 

by $2,992. See Attachment 2. 

Nevada Bell wjll also decrease rhe TRS exogenous cost by $597 to exclude the 

non-price cap portion of the obligation. See Attachment 3. 

h Price C ZD T r e a w  of R e e u w  Fees Iwosed b_v Section 9 of &e 
Commuications Act Order, relezsed October 7, 1994. 

6 



CONCLUSION 

645 E. Plumb Lane 
Reno, Nevada 89502 
(702)3;-3 138 

MARGARET GARBER 

1275 P-yhania Avenue, N. W. 
Washington. D.C. 20004 
(202)393-6472 
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Attachment 1 
Proposed 5/13/96 

NEVADA BELL 
IMPACT OF RAO 20 RATEBASE TREATMENT ON SHARINGS 

for the 1996 Annual Filing 

-u Description S-ource Whole Dollars 

I 
2 
3 
4 
5 
6 
7 
8 
9 
IO 
11 

Total OPEB 
Interstate Factor 
Interstate OPEB 
Composite ROR 
Shared Earnings 
Tax Gross Up 
Shared Earnings with Tax 
Interest Rate 
Interest 1 st Year 
Interest 2nd Year 
Sharing to customer at 100% 

Acct 4310.9 less 7410 

Ln 1 x Ln 2 
(17.25 +13.25)/2 
Ln 3 x Ln 4 

Ln 5 x Ln 6 
1 +(.35/(1--35)) 

Ln 7 x Ln 8 
Ln 7 x Ln 8 
~n 7 + ~ n . 9  + ~n IO 

5,356,646 
32.321 1 Yo 
1,731,325 

15.25% 
264,027 

1.5385 
406,195 
11.25% 
45,697 
45,697 

497,589 (Note 1) 

Note I: Reduction to sharing as a result of the rescinding of RAO 20 

05/10/96 96 F I LING. WK4 



Exhibit 9B 
Transmind 217 
Revised 5/13/96 

JAN-JUN 1995 
7993 Sharing 
7992 True-up 

JUL-DEC 1995 
7994 Shanng 
1993 True-up 

TOTAL 1995 Add-back 

1995 Revenue prior to add-back 

NEVADA BELL 

for the 1996 Annual Filing 
1995 ADD-BACK REVENUE 

fota)  Revenue inclvdlng add-back 

492ATOTAL kO% of492A Q2l TS T R U N M  

96EXQG 7 .W K4 

2,953.5W q,d76.752 515,866 M3.197 515,068 
(654,876) (327,638) (122,699) (97,566) (106,665) 

3,374,653 1,687,327 598,562 530,447 555,527 
24.466 z 8  -922 E d s l  22202 17.685 

5,802,203 2301,102 1,013,930 893,762 988,396 

50,699,938 18,036,490 15,956,558 16,650,845 

53,601,040 19,050,340 7 6.8S0,320 97,639,241 

2,622 
(509) 

2,792 
Ss 

5,014 

56,125 

67,139 



Attachment 2 
Proposed 5/13/96 

NEVADA BELL 
FCC REGULATORY FEES 
for the 1996 Annual Filing 

CALCUlATlON OF EXOGENOUS RECUIATORY FEES 

Lnll SoLltpe 

1 1984 Bookd lrrterstsfe Re-nues 1994 FCC 43l 

2 1994 Regdatory Fee Rate 1934 FCC 431 

3 CC L o d  bahenge Camor Lnl  x L n 2  

4 CC Domestic F w d  Radio (108 call slgns 8 S140) 

5 Wireless - Publlc Mobik Rad10 (la unik x S.15) 

6 Torall995 Reg Fees Subj to Emg TnaIment Lns 3.5 

-05 

52,549,551 

0.rurwFI 

46.244 

15.120 

21 

61,305 

7 1 s  Normaked Price Cap Interstate Revenues 53,297,m 
8 1 s  Nomdized B8C Revenues 2,m6,en 
g 1 9 9 6  6cluded Service6 Rewnues 1995 FCC 492A 510.243 

10 1935 Normelized Pnce Cap kewnues Ln 7- 50.699.538 

11 Price Cap lo Total Iderstate Rewnue Ratio Ln 1OLn 7 

12 Frice Cap ponlon of FCC Regulatory Fees Ln 6 x L n l l  

S6.13% 

58.m 

DISTRIBUTION OF D(0GENOUS REGULATORY FEES 
Price Cap Revised Originel 
FCCReg 1SXExog 7 W - g  1G€6- 

I hkkUk l -  R S S B Z S ~ R ~ ~  
1995 Nomelizd 

Baakat ~ e h m u z s  
Carrier Common Line 516.W.410 3557% 2P.713 51,m S13,Oee $24,080 (S11.op) 

T runhjng 16,6sQ,845 3284% 18,178 s,m7 14.001 15,- (1.- 

Intemrchange 5m.Z Q3B 85 Q B5 1 hs 

BSD(bG1 .WK4 



Attachment 3 
Proposed 5/13/96 

NEVADA BELL 
IMPACT OF PRICE CAP REVENUES ON TRS OBLIGATIONS 

for the 1996 Annual Filing 

- Ln # Description Source. Whole Dollars 

I 1995 Booked Interstate Revenues 
2 1995 Booked B&C Revenues 
3 19% Excluded Services 

95 FCC 431 53,475,879 
Acct 5270.1 2,086 , 87 8 
95 FCC 492 51 0.243 

4 1995 Booked Price Cap Revenues Ln 1-2-3 50,870,750 

5 1995 TRS Contribution Rate 95 FCC 431 0.00023 

6 1995 TRS Contribution Associated with Price Cap Rev Ln 4 x Ln 5 11,702 

7 Prior TRS Obligation (1994) 94 FCC 431 15,765 

8 Proposed Exogenous Change in Reg Fees Ln6-Ln7  m 
9 Exogenous in Original 1996 Annual Filing (3,466) 

70 Difference Ln 8 - Ln 9 (597) 

0511 0196 96F I L1 N G . WK4 
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SUMMARY 

Our rates should be allowed to go into effect as proposed. We were justifEd in 

includjng the amounts previously excluded from the rate base in out sharing calculations for 

1993,1994, and 1995. Those amounts are properly included because they represent costs that 

should have been included in the rate base during those years. The Commission's rescission of 

RAO 20 allowed us to properly include those s m .  

Our Base Factor Ponion calcularion is also justified. The changes made by the 

rescission of RAO 20 have no effect on previous calculations of BFP since that rateof return 

based ratemaking calculation is done separately year by year with no carry over in rates between 

years. Also, the budget view we used to calculate the 1996-97 BFP is appropriate and yields a 

more accurate and m e  result than the tormred "trending" suggested by AT&T. 

The add-back of sharing calculation is very complex because of the uneven rax-iff' 

periods in 1995. While our initial filing illustrated a reasonable approach to that calculation, we 

have computed a more accurate way to figure rhe appropriate add-back number. We should be 

allowed to include rhjs calculation in our July 1, 1996 rates. 

Despite Petitioners' views, we have appropriately distributed sharing dollars on a 

COSt-CaUatiVe basis. We did find an error in the way our exogenous costs were calculated for 

T R S  funding and Regulatory Fees. We include proposed Workpapers with the changed amounts. 

. .  These minor changes are & c. 

.. 
11 



H t G t l V t U  
! 

WAY 1 3 1996 

RMR(u CMUWIK;ATlOUS WcsS:W 
Before the om€oI8cRz1ARY 

FEDERAJ, COMMUNICATIONS COh..IMISSION 
Washington, D.C. 20554 

In the Matter of 

1996 Annual Access Filings 

Pacific Bell 
Rwisions to Tariff FCC. No. 328 

Transmittal No. 1864 

1 
P]ETITTONS TO REJECT. OR SU pJND AND TNVESTYGATE 

Pacific Be11 hereby responds to the Petitions to Reject, or in the Alternative to 

Suspend and Investigate filed by AT&T, Sprint and MCI. The objections center on calculations 

relating to RAO 20, the Base Factor Portion revenue requirement, add-back of sharing, 

distribution of sharing among baskeis, and TRSlRegulatory Fees. While we acknowledge some 

minor revisions are necessary to our annual filing, we do not agree with Petitioners’ claims. 

All three carriers take issue with how the recent rescission of RAO 20 affects the 

rates filed in the 1996 annual filing. MCI @. 5 ) ,  AT&T (p. 4) and Sprint (p. 3) all claim that we 

did not adequately juslify our inclusion of the amounls added back to the rate base as a result of 

the rescission of RAO 20. In addition, AT&T argues that w e  should not have included an 

exogenous cost adjustment without prior Commission approval. AT&T also alleges that we 



failed to include the effect of RAO 20 rescission on our historical SLC and CCL rates and 

common line basket caps. (AT&T, p. 12) 

On March 7,1996, the Commission rescinded W O  20.’ R40 20 had required us 

to exclude certain Postretirement Benefits Other Than Pensions (OPEBs) from our rate base. 

Because the Commission rescinded the Bureau’s U O  20, we recalculated our rate base to 

include these amounts. This recalculation affected the mounts we were required to share with 

ratepayers . 

AT&T @. 7) states that they don’t understand how we computed the RAO 20 

amounts and recomputed sharing. AT&T incorrectly claims thar ihe 1994 sharing amount 

attributable to the RAO 20 rescission for Pacific Bell is $1 6 million (AT&T Appendix B-2). 

MCI also incorrectly calculates the 1994 sharing impacr (MCI p. 5.)  While Commission rules do 

not require us to specifically display each line amount used to compute our sharing results, in 

order to make the record clear, the year by year sharing impact as a result of the rescission of 

RAO 20 is shown on Appendix A. Thh exhibit shows the actual difference in 1994 sharing is 

about half of AT&T’s value, or S8.3 million. 

Contrary to AT&T’s allegation @. 5) ,  no waiver or other procedural motion is 

necessary for us to recalculate our sharing amounts. Sharing is czlculated based on actual 

earnings and may be recalculated based on changes in those earnings. It is an exogenous cost 

ccounting m e r  L ener 20. Unlfo . rm Accoun a fot Pension Benefits otheg 
Pm S I O ~ S  I m 2 :  amend- to Part 65J .xuuae  c Ra te of m m  P r e s c r i w  

* -  
P r o c e d m  and Met- ies, S u m  C T. Rate Base, CC Docket No. 96-22, M q  ndum 

and 0 rder and Not k e  o f P r o m  c d Rulemakb,  released March 7,1996 (“a- 
NPRM”). 

2 



item for which Section 61.45(4(2) of the Commission’s Rules already provides. No additional 

procedural vehicle is necessary. 

Section 65.600(d) of the Commission’s d e s ,  cited by MCI (p.6.) simply requires 

LECs to adjust reported eamjngs within 15 months of the end of the year? That section does not 

restrict the calculation of sharing mounts to that 15 month period. The Commission, in one of 

its early Price Cap orders explained that “The LEC filing will also reflect any prospective rate 

adjustment that arises due to the operation of the sharing requirements.’3 No limit is placed on 

&e adjustment, and none should be inferred. Indeed, none of rhe Petitioners cited any rule 

regarding a limitation on this calculation. 

In addition, the responsibility for the amount of time between issuance of RAO 20 

(May 4, 1992) and its rescission (by order dated March 7, 1996) lies not with us, but with the 

Commission. Timely Applications for Review weye filed in 1992. The Commission took no 

action on &em for nearly 4 years. That delay should not prejudice our rights to make a 

“prospective rate adjustment that arises due to the operation of the sharing requiremenzs.’A 

Sprint @p. 4-5) asks he Commission to not allow us to incorporate ihe changes to 

sharing ktil after ihe Commission considers and rules upon the pending NPRM on ratemaking 

for OPEBs. Sprint’s approach would have us violate the Commission’s Pan 65 rules in our 

Clearly the sharing calculations for 1994 and 1995 are able IO be refigured based on the 
change in earnings due to the RAO 20 rescission. The final Form 492 reports had not yer been 
issued, and therefore, even under MCI’s view, are properly able to be recalculated. 

J?olicv and we s Concernino &gg& c ~T Dominant Cad=, 5 FCC Rcd 6786 (1990) at 288. 

4 &  
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ratemaking treat men^^ The Commission bas no basis to waive this rule, and no public interest 

would be served by so doing. To the contrary, we would be heparably injured if we wefe not 

allowed to make the changes in our sharing calculations. We would be retuming monies though 

the sharing mechanism not required by the Rules. Furthermore, rhe sharing exogenous costs are 

only temporaxy adjustments to our PCIs and will be eliminated fiom the PCIs in the 1997 Annual 

Filing. 

Further the &&J and r\rQlB, M makes clear that the &&au exceeded 51s authority 

in issuing RAO 20 insmcting us to remove OPEB amounts from our rate base. Adverse 

consequences must not be allowed to flow from such an unlawfbl directive. If we are not 

allowed recompense for &e amounts &at were illegally excluded from OUT rate base, this type of 

improper rulemaking will be reinforced. 

Connary to characterizations made by AT&T @. 10)’ there is no retroactive 

ratemaking involved in our recalculation of sharing amounts for past years. We are merely 

conecting our indices on a prospective basis. The Court of Appeals recently faced ihis question 

when presented with arguments that compelling add-back TO adjust past earning levels in years 

where a carrier has shared was tantamount to retroactive ratemaking. The Coun disagreed with 

this argument holding that ‘%e sharing rules dr2w upon the ‘antecedent fkcts’ of a local 

exchange canier’s prior earnings and sharing obligatio ns... in establishing the local exchange 

carrier’s sharing obligarion for the n m  period. A regulation is not made retroactive ”merely 

Section 65,830 of the Commission’s Rules allows the inrerstate portion of unfunded accrued S 

pension costs to be deducted from the rates. All other expenses in Account 4310 must be 
included in the rate base under Section 65.820 of the Commission’s rules. 
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because it draws upon antecedent facts for its 

based on changes to the antecedent facts upon which sharing is based affects only prospective 

earnings and is not retroactive rulemaking. 

Thus recalculation of sharing dollars 

The rescission of IRA0 20 and subsequent recalculation of sharing obligations 

does not, and should not, affect the historical Base Factor Portion calculation. MCI @. 6) and 

AT&T @p. 9-10> claim that if LECs are allowed to include the effects of RAO 20 &ai benefit 

&em, they should not ignore other potential impacts. They argue that by including rhese 

amounts in the rate base, the BFP should consequently inaease (and the CCLC that they pay 

decrease). But BFP is based on forecasted cost projecrions while our sharing calculations are 

based on historical earnings. 

Petitioners claim that if the U O  20 conections are permined for price cap rates 

that adjustments should be made to End User Common Line (”EUCL”) rates for past m u d  

filings due to increases in the BFP. But BFP, based on forecasted cost projections, and sharing 

calculations, based on historical earnings for a period of time, are two different animals. The 

Commission haj upheld this distinction. EUCLs are based on our BFP determined from 

“bottoms up” cost forecasts. Each year’s EUCL is independent of the prior year‘s €UCLI There 

is no cany forward effect like in price cap rates. Thus, different treatment is wananted.’ 

Bell Atlantic v. FCC, 79 F.3d 1195 (DC Cir. 1996). 
See, for example, letter dated December 7, 1994 to Sherry Herauf from Jose-Luis Rudriguez 

concerning the lobbying cost audit in which the Commission required us to adjust our PCIs by 
7 



Both AT&T @.I 1) and MCI @. 7) state that we have incorrectly added back 

sharing amounts in calculating our 1995 rate of return. They claim that the add-back should be 

based on 50% of ouf 1994 earnings, and 50% of ou 1995 The add-back adjustmen& 

known as nonnalization, describes a process: 

that eliminates the effects of sharing or low-end adjustments 
required by the prior year’s earnings on the current year’s earnings. 
The process requires a price cap LEC to add an amount equal to 
the sharing adjustment amount to its cunent year revenues before 
calculating a LEO rate of rerum for ihe current year? 

The 1995 (calendar) year’s rate of return is a function of the access rates fiom the 1994 and 1995 

annual filings. The 1994 rates were effective fiom January through JuIy 1995; the 1995 rates 

fiom August through December 1995.” Our add-back calculations were based on 7/12 of 1994” 

earnings and 5/11 of 1995 eamings.12 As the Peritioners state, the calculation was complicated 

approximately $300,000, but did not require any conesponding adjustment to our EUCL 
ratemaking. Accord, Pacific Be4, AAD 93-150, m e r  to Sho w C u  (March 3,1995) (NECA 
Audit), requiring PCI adjustments, but no adjustment to rate-of-return based rates. 

‘ AT&T (at n- 25) cites para 25 of the 1996 TRP Order as authority for using a 5060 add-back 
fonnula. That citation pertains to the calculation of the sharing not &e add-back. 

Price Cap R e p p  C‘ of R eturn S haring and tower Fornula 
, 10 FCC Rcd 5656 (1995) at 13. 

l o  In what follows, the terms 1994 earnings and 1995 earnings have the mewling given by 
AT&T and MCI; specifically 1994 eamings are the sharing amounts given back IO ratepayers in 
rates effective July 1,1994 and 1995 earnings are ihe sharing amounts returned to ratepayers in 
rates effective August 1, 1995. 

Because earnings are based on a calendar year, and the rates that affect those earnings, take 
effect mid-year. 

l 2  MCI and AT&T both inconectly state that it was based on 5/12 of ow 1995 earnings. 
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by the Commission's deferral of the effective date of the 1995 annual filing until August 1995. 

Rather than wing to "game the regulatory process," Pacific was trying to accurately represent 

what was actually retumed to the ratepayers through reduced rates in 1995. 

Upon reflection, Pacific agrees that AT&T and MCI may have a point concerning 

the return of the 13th month (July 1995) of the 1994 sharing. However, AT&T and MCI 

erroneously conclude that the resulting add-back should be 50% of the 1994 earnings and 50% of 

the 1995 eamings. Instead, Pacific now proposes that the 1995 add-back calculaxion should be 

refined as follows: 

(7/32 x 1994 earnings) - (Vll  x 3/12 x 1994 earnings) + (5/11 x 1995 

which reduces to: (6/11 x 3 994 earnings) + (SI1 1 x 1995 eamings) 

The first element above (7112 x 1994 earnings) reflects the rates that were in 

effect from January I ,  1995 through July 3 1, 1995. Those rates were designed to share wiih 

ratepayers 1/12 of the 1994 evnings each month. Due to the delay of &e effective dare for &e 

1.995 rates to August 1 ,  those rates were in effect seven months, hence, the add-back must 

include 7/12 of 1994 earnings instead of 6/12 of 1994 earnings. 

The second element above (91  1 x 1/12 x 1994 earnings) reflects the a m ]  

revenue effect ofthe PCI gross up adjusment the Commission ordered to account for the cxra 

(1 3th) month of 1994 earnings returned in July 1995 due to the delay in implementing 19% 

rates." That amount was included in the 1995 rates that were in effect from August I ,  1995 

l 3  A chart explaining this formula is anached as Appendix B. 
'' Revisions to TRP a d  Order , 10 FCC Rcd 5720 (1 995) para 18-2 1 .  
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through June 30,1996. Consequently, for five months of the 199s calendar year (August 

through December), Pacific’s rates included the  return of 111 1 of one month’s worth of 1994 

sharing. 

The final element above (511 1 x 1995 earnings) reflects the 1995 earnings that 

were returned to ratepayers ihrough reduced rates fiom August 1995 through December 199s 

(five months.) Those rates returned 111 1 of the 1995 earnings each month because of the PCI 

gross up adjustment designed to  be in effect for only eleven months through June 1996. 

Pacific believes that the above formula captures what effect its sharing 

adjustments for the prior years’ earnings had on its 1995 earnings. Using the fonnula above 

decreases Pacific’s 1995 rate of rerum to 1 5.1 1 % fiom 15.12%. This decreases our 1995 sharing 

liability by $1 04K fiom our initial submission (see Appendix C with proposed Workpaper 

IlC-6). 

111. DXSTR~BUTIOPJ O F S- 

AT&?’ @. 24) and Sprint @. 6) again rake issue with the way we distributed OW 

sharing amounts in that we excluded EUCL revenue fiorn the base period revenue used to 

dismbute sharing among the baskets. 

Price Cap LECs may allocate sharing among the baskets on any “cos causative 

basis.”15 The Commission has expressly declined to “specify a particular method of reflecting 

‘cost causation.””6 In its order on the 1992 annual access tariffs, the Bureau did sanction one 

‘’ 43 C.F.R. §61.45(d)(4). 

l6 Policy and 5 Conceminc - Rates for Dominant C a m  ‘e=, 6 FCC Rcd 2637 (1991) p m .  113. 
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particular cost-causative allocation method, observing that “basket revenues can be used as proxy 

for basket COS~S.”’~ But it did not rule out all other methods and it properly avoided revising or 

adding to the price cap d e s  in the course of deciding the justness and reasonableness of specific 

tariffs. It violates no Conmisfion rule or policy to allocate sharing to the common line basket 

based on carrier common line revenues. Since EUCL charges are not even developed using price 

cap methods, sharing will never be reflected in ihese rates. 11 is therefore cost-causative to use 

carrier common line revenues without EUCLs as a proxy for m m o n  line costs. 

IV- BFP RE VENUE REQUI REMF NT 

AT&T @. 27) and MCJ @. 8) claim that Pacific has underforecast its Base Factor 

Portion (BFP).” The d e s  do not specify a pmicular approach to projecting this revenue 

requirement. Pacific’s approach is to do a bottoms up view of total company costs to yield a 

subject to separations amount. That amount is mulriplied by various factors to produce an 

interstate BFP. This approach is one Pacific has used for many years, and which, since price 

caps began, AT&T has never before questioned. AT&T’s suggested approach is to look at just a 

year over year analysis of 1994 and 1995 based on ARMIS dara, and project that growth to a 

1996-97 basis. 

There are three main reasons why the 1996-97 “forecast” cannot be based on 

differences between the 1994-1 995 results cited by AT&T. First, the costs cited by AT&T don’t 

l 7  I992 Annual Access Tariff F j l w  7 FCC Rcd 473 1,4732, n.4 (I 992). 

corrects a typographical CTIOT in the 1996-97 forecast. 
Appendix D shows a new Workpaper IVC-1 which reviSeS the final 1995 base year and 18 

9 
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reflect comparable rules (e.g. U O  20) in all periods. Second, exbaordinary costs (e.g. 

restructming) may be incuned in one period that are not representative of the future. Third, &e 

mix of costs by account changes over time--different accounts have significantly different BFP 

separations factors (3% to 13%). 

Using the difference berween two hktoncal periods to prepare a forecast does not 

allow for a true trend to be depicted. Two data points do not a valid sample make. Anomalies of 

a pmicular year will be given more weight than they should. In particular, the 1994 base AT&T 

uses does not include the recission of RAO 20's ratemaking provisions with respect IO OPEB- 

related amounts in Account 43 10. The 1995 rate base noes include the effect of the RAO 20 

recission, Hence, the 1994 BFP is understated for this issue by S7.3M in revenue requirement as 

compared to 1995. See Appendix E. 

Funher, 1995 restructure Testme expenses =e much higher than in 1994, a "trend" 

thzt is not expected to continue into the future.'' The 1994 remcwre reserve expenses were 

$285M while in 1995 Pacific booked nearly $570M of restructure reserve expenses.20 

Approximately 10% of these expenses went to BFP, meaning that $28M of the increase in 

revenue requirement between 1994 and 1995 can be attributed to this singular event. Trying to 

form a trend analysis based on just TWO years, especially when neither of those years are 

representative of the future, will not produce an appropriate forecast. 

In 1993, Pacific booked %I .6B to a restructure reserve (of which about S0.6B was for SFAS 
106 cunailment losses) below &e line IO recognize bnue expenses for reengineering, force 
reductions, etc. Per U O  24, Pacific is recognizing those expenses above the line in the years in 
which they are incurred. 

par'ly explain why OUT BFP forecast for 1995-96 fell short of the mark. Neither event was 
included in our forecast- 

The RAO 20 recission and the extraordinarily high restructure resewe expenses in 1995 also 20 
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Our "bottoms up" approach is more reasonable and more accurately forecasts he 

revenue iequirement. Appendix E compares the 1995 subject to separations expense levels 

against the 1996-97 tariff period budget. There are wo items worth noting. First, the 1996-97 

budget for total expense increases by S90M (1  A%) over 1995. Embedded in the 1996-97 budget 

is S355M for restmcture resertre bookings (as compared to  SS70M in 1995). Without the 

variance in restmctux reserve bookings, the 1996-97 toral expenses would be 4.8% higher than 

1995 actual expenses. 

Second, types of expenses change over time. Generally, plant related expenses 

and corporate expenses are forecasted to decrease (net -$128M) while customer service expenses 

are forecasted to increase (S22OM). The plant specific expense levels are being driven by the 

completion of reengineering efforts designed IO drive costs out of the business. These expense 

caregories all cany BFP ratios greater than 9.61%. Customer service expense levels are being 

driven by reengineering efforts yet IO be completed as well as a focus on customer service as we 

move into an increasingly competitive environment. Customer services cany a BFP ratio of only 

2.79%. So, rhe costs in categories with higher interstate factors are decreasing, while the costs in 

categories with significandy lower separations fkcto~s are increasing Thus, despite increases in 

subject to separations expenses, BFP expenses will decline. 

Another issue in our BFP projection concerns &e rate base. In making our best 

estimate of the 1996-97 BFP revenue requirement, we have assumed that the Commission will 

reinstitute the ratemaking treatment for SFAS 106 related costs booked to Account 43 10. While 

w e  respectfully disagree with the Commission on this trearment, we have no reason to believe 

11 



that the Commission will act otherwise? Reducing our 1996-97 rare base by the OPEB 

amounts in Account 4310 reduces OUT 1996-97 BFP revenue requirement by S19.87M. See 

Appendix G. 

V. IJLATORY EXOGENOIJS C m  

Sprint @. 7) claims that our TRS exogenous cost is incorrectly based on more 

than just interstate price cap revenues. Sprint is conect, however Sprint has not calculated the 

right amount either. We neglected to exclude presubsaiption ievenues from ow calculation of 

TRS and Regulatory exogenous costs. Sprint used line 160 of Form PCI-1 to figure the fees. 

However, line 160 reflects the 1995 rates times the 1995 volumes. TRS and Regulatory fees are 

to be based on actual revenues. Form 43 1 and the TRS fund worksheet are the appropriate 

sources for this data. 

Using those sources, adjusted to exclude non price cap revenues, the TRS 

exogenous costs should have been $12K lower, and the Regulatory exogenous cost should have 

been S20K lower. Revised workpapers are anached at Appendices H and 1. There is no rate 

effect since the amounts are de minimus. 

2' IA the Qrder~and NPw vacating the ratemaking treatment prescribed by RAO 20, the 
Commission made clear: "In ordering such rescission, we base our action solely on procedural 
grounds, and rend& no decision on the substantive merits of the ratemaking practices a1 
issue .... Under our proposals, we would require rhe removal from the rate base of all items 
recorded in Account 43 10 because we believe that these amounts are zero-cos1 sources of funds." 

pzuas 27,34. 
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With the changes suggesrcd herein, our rates should be allowed to go into effect 

as filed. Petitioners have not raked any issues which justify a rejection, or a suspension of rates. 

Respectfully submitted, 

PACIFIC BELL 

MARLIN D. NRD 
NANCY C. WOOLF 

140 New Montgomay Street, Rm. 1523 
Fifieenth Floor 
San Francisco, Czlifomiz 94 105 
(4 15) 542-7657 

MARGARET GARBER 

1275 Pennsylvania Avenue, N.W. 
Washington, D.C. 20004 
(202) 383-6432 

Its Attorneys 

Date: May 13,1996 
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PROPOSED 5/13196 

PACIFIC BELL 
WORKPAPER IIC-6 

1995 SHARING REQULRE- 

1995 Calendar year results (Source: FCC Form 492A) 

1. Operating income incl addback (see Note 1) Form 492A. Irem 3, Ln 3 

2. RateBase Form 492A, Item 3, Ln 4 

3. Rate of return. Line 1 /Line 2 

4. Line 3 x .1225 I994 earnings at 12.25% rate of return 

5 .  Earnings subject to sharing Line 1 -Line 4 

6. Earnings required to be shared Line 5 x 50% 

7. Earnings to be shared adjusted for half-year Line 6 12  

8. Tax gross-up factor 

9. Sharing revenue requirement 

10. Jnterest at 11.25% 

See Note 2 

Line 7 x Line 8 

Line 9 x .I125 

11. Total sharing requirement Line 9 + t i n t  10 

370,455 

2.45 1,590 

15.11% 

300,320 

70,136 

35,068 

17,534 

1.696'209 

29J4 1 

3.346 

33,083 

Page 1 of 2 Appendix B 



PROPOSED 5/13/96 

PACIFIC BELL 
WORKPAPER UC-6 

1995 SHARING REQUTREMENT 

Note 1 Addback calculation: 

1994 Tariff period sharing revenue 
1992 sharing adjustment 
1993 sharing 

Total 
Amount shared in 1995. Tariff period sharing x 611 1 

1995 Tariff period sharing revenue 
1993 sharing adjustment 
1994 sharing 

Total 
Amount shared in 1995 ( Aug 95 - Dec 95). Tariff period sharing x 3 1  1 

1995 calendar year shared ievenue 
Net income adjustment (1- composite tax rate of 4l.O45%) 

(4.010) 
13,884 

9,874 
5,386 

991 
49,452 
70,443 
32,020 

37,405 
0.5 895s 0 

1995 net income reduction due to sharing 22,052 

Note 2 Tax gross up factor is based on Federal Income Tax rare = 0.35 and State Income 
Tax rate = 0.093. The composite tax factor = 0.093 + (0.35 * (1 - 0.093)) = 0.41045. 
The gross up factor = 1 + (0.41045 / (1 - 0.4 1045)) = 1.696209. 

Pagc 2 of 2 Appendix B 
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PfWPOSEO Y l N 6  

PACIFIC BELL 
WORKPAPER IVC-1 

1996-97 TARIFF PERIOD FORECAST 
BASE FACTOR PORTION REVEhWE REQUIREMENT 

1995 1996197 VARLANCE (4) 
BASE YEAR (2) FORECAST AMOUNT % 

Revenue Requirement 878,002 855,304 (22,698) -2.59% 
Miscellaneous Income 4,920 4,923 3 0.07% 
Uncollectibles 3,173 3,173 - 0.00% 

Net Revenue 879,348 S57,054 (22,694) -2.58% 

Total Expenses (3) 630,044 620,054 (9.990) - 1.59% 

Federal Income Taxes 50,570 49,47 1 ( 1,Q99) -2.17% 
Taxes less FIT 40,152 38,865 ( 1,287) -3.2 190 

Return 163,928 148,664 ( 15,264) -9.3 1 Yo 

Average Net Invesunenr 1,457,136 1,32 1,456 (135,680) -9.3 1 % 

(1) Annual growth in revenue requirement from the mid-point of the base year to the mid-point of 
'the tariff period (18 months) is -1.73% 

(2) 1995 Base Year revised to reflect final view of 1995 results including RAO 20 rescission. 
Original workpaper displayed early view of 1995 data. 

(3) 1996197 Forecast Total Expenses revised. Original submission included Property Taxes on this 
line as well as the one below. The revenue requirement number is not affected; Simply a displaj 
error. 

(4) The variance amounts and percentages are restated to reflect the revisions noted in (2) and (3). 
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PROPOSED 5/13/96 

Basket 

PACIFIC BELL 
WORKPAPER DC-7 

ESTIMATED 1996 TELECOMMUNICATIOhS RELAY 
SERVICE (TU) FUhD CONTRIBUTION 

(Whole dollars) 

Exog Cost Per 1996 1996 
1995 Filing Obligation Exogenous Costs 

(a) (b> (-boa) 

Common Line 201,881 295,182 93,301 
Traffic Sensitive 72,409 101,283 28,874 
Trunking 105,532 152,175 46,643 
Interexchange 32 47 

, 1s 

Total 379,854 545,688 168,834 

(a) From Transmittal No. 1826 

(b) Per Pacific's 1996 TRS Fund Worksheet (€om FCC 431) to 
be filed with NECA in April 1996. Calculated as follows: 

APR 83 3003 16:S1 

Interstate Access Revenue (Ln 9c)  less Presubscription 
Intersrate Non-operator Switched Toll Svc (Ln 12c) 
hierstate Rent Revenue (within Ln 8c) 

1,654,806,243 
1,8 10,790 
6,074,429 

Total 1,662,691,462 
0.00033 
548,688 

TRS Fund Factor (Ln 15) 
TRS payment allocated to Price Cap Baskets 

Distribution to the baskets is based on the filed "R" values. 

2025385641 

Appendix H 
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pRoPOS€D 5/13/96 

PACIFIC BELL 
WORKPAPER DC-8 

FCC REGULATORY FEE 
(Whole dollars) 

Remove 1994 
Payment & 

1995 Estimated Fee 
included in 1995 1996 1996 

Basket Exogenous Costs Estimated Fee Exogenous Cost 
(a) @> (c=a+b) 

Total (2,849,140) 1,432,522 (1,416,618) 

Common Line (1,67 1,495) 770,667 (90 ,828)  
Traffic Sensitive (3 26,252) 264,432 (61,820) 
Tmnking (851,111) 397,301 (45 3,8 10) 
Interexchange (282) 124 (158) 

(a) From Transmittal No. 1803 

(b) 1996 estimated fee is based on 1995 actual fee. That fee was calculated using revenues 
reponed on FCC Form 43 1 (TRS Fund Worksheet) multiplied by 0.00088. Taking just the 
revenues from that form that are in the price cap baskets multiplied by the rate yields &e 
following: 

Interstate Access Revenue (Ln 9c)  less Presubscription 
Interstate Non-operator Switched Toll Service (Ln 12c) 
Intersrate Rent Revenue (within Ln 8c) 

1,62l,lO4,797 
1,076,634 
5,684,877 

Total 
FCC Regulatory Fee Factor 
FCC Regulatory Fee allocated to Price Cap Baskets 

1,627,866,308 
0.00088 

1,432,522 

Distribution to the baskets is based on the filed "R" values. 

Appendix I 



CERTIFICATE OF SERVICE 

I ,  Cheryl A Peters hereby cenify that on this 13th day of May, 1996 a true and 
conect copy of the foregohg ResDonse of Pacific Bell to Petitions to Reiect. or Suspend and 
Tnvestjesrte regarding its 1996 Annual Access Filing, w a s  served by hand or by first-class United 
States mail, postage prepaid to the parties shown on the attached list. 
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1919M Street, N. W. 
Room 246 
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MCI TELECOMMUNICATIONS 
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Mark C. Rosenblum 
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Seth S. Gross 
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Basking Ridge, NJ 07920 
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summarv' 
These Reply Comments address the arguments raised by ATBtT, MCI and Sprint 

against SWBTs 1996 Annual Access Charge Tariff Filing. None of the arguments raised by these 

parties warrant any action by the Commission. Thus, SWBTs 1996 Annual Acccss Charge Tarif€ 

Filing should be allowed to take effect 8s scheduled. 

The majority of the arguments raised by these parties oppose the rate base 

adjustments made by SWBT as required by RAO 20. The petitioners, however, provide no reason 

for the LECs, including SWBT, to avoid the mandate of the Rescission Order, and argue, in effect, 

that SWBT should continue to base its rates on an interpretation of the des that is flatty wrong. 

The petitioners further argue that even ifthe changes are to be dowed, they have 

been miscalculated by the LECs. SWBT shows herein that its calculations am amwatc, and that 

they are supported in the record to the extent required by the Commission's rules and past practice. 

Two ofthe pethiom also challenge SWBTs adci-kk figures. SWBT shows herein 

that i ts methodology more pr&iy calculates the conect amount of add-be.  

Lastly, Sprint claims that SWBT has overstated orogeno\w costs for the reversal of 

the prior year's sharing amount by $29,684. On the contrary, SWBTs methodology is conect, and 

is the same as that used by Sprint's affiliated l d  exchange companies. 

'AU abbreviations used herein are r d k r c n d  within the text. 



Before the 
FEDERAL COMMUNICATIONS COMMiSSION 

Washington, D.C. 20554 

In the Matter of 1 
1 

1996 Annual Access Charge Tarif€' Filings ) 

Southwestern Bell Telephone Company (SWBT), pursuant to the 1996 TRP 0 rder' 

hereby replies to the petitions filed against SWBT's Transmittal No. 2544 (SWBT's 1996 Annual 

Access Charge TariffFiling).2 None of the petitions filed against SWBT's 1996 Annual Access 

Charge TdFiIing provide any reason for suspension and investigation, let alone rejection, and 

thus, SWBT's filing should be allowed to take effcct as schcdded. 

On March 7,1996, the Commission reieased its Rescission Ordq ? Inthepexissipn 
a 

Order, the Commission determined that the Responsible Accounting M c c r  Letter 20:' 

exceeded the Bureau's delegated authority to the extent that it 
diracted txclusions &om and additions to the rate base for which the 
Part 65 des do not Spaciticdy provide. Sections 65.820 and 65.830 

1 th 1996 b u a l  Access Taq,@ (released February 29,1996) 
u9% Ordtc). 

?ebtions wen filed by Sprint Communications Company, L.P. (Sprint); MCI 
Telecommwrications Corporation (MCI); and AT&" Cop. (AT&T). 

*wslble  Accounhn - g OflGCcr Letter 20, Un%orm Accounting for Postretirement Benefits 
other than Pensions in Part 32; Amendments to Part 65, Interstate Rate of Return Prescription 
Procedure and Methodologies, subpart G, rate base; AAD 92-65, JkIern0-n . .  

d Not' rce of P roD& Rulm . .  (FCC 9643)(releaJed March 7,  1996) C p - w ) .  

'Uniform Accounting for Postretirement Benefits Other Than Pensions in Part 32,7 FCC 
Rcd. 2872 (Corn. Car. Bur. 1992) (RAO 20). 
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of our rules define explicitly those items to be included in, or 
excluded fiom, the interstate rate base. The Bureau cannot properly 
address any additional exclusions in an RAO letter, which under 
Section 32.17 of our rules must be limited to explanation, 
interpretation, and resolution of accounting matters. Accordingly, the 
portion of RAO 20 that addresses the rate base treatment of 
prepayments and accrued liabilities related to OPEBs is rescinded.' 

SWBT followed the Pesciss' ion O h  in calculating its 1996 Annual Access Tariff 

Filing. The rate base and sharing calculation changes cause a temporary increase in price cap 

indexes (PCIs), reflecting a positive exogenous cost for calendar years 1993 a d  1994. This 

exogenous cost reflects the difkcncc bGtween the sharing amounts for these years included in the 

1994 and 1995 annual filings and the sharing amounts calculated in compliance with the 

Orda. Because sharing for calendar year 1995 was calculated for the first h e  in this filing, there 

is no associated sharing revision. 

Sprint, MCI and AT&T petition against these changes.' None of the claims raised 
c c 

by these parties warrants any action by the Commission for the fotlowing reasons. 

o Further Co-ion Amon Is N e c w  To Allow SWBT To Make "hq 
. .  

. .  A. 
Changes R e  Bv The R- m&. 

MCI argues that changes in the sharing amounts for 1993 made by SWBT are 

improper because Section 65.600(d) of the Commission's Rulu allows local cxchange carriers 

(LECs) to adjust thdr reported earnings only Within 15 months of the end of the year. Mer that 

point, MCI claims, LECs need a waiver of the exogenous change rules.' AT&T ais0 claims, 

a at para. 25. (footnotes omitted). 

%print at pp. 2-5; MCI at pp. 3-7; and AT&T at pp. 2-1 1. 

'MCI at pp. 6-7. 
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according to the LEC Price Cap P erfonnance Review Ordef,' that to implement the changes of the 

,Rescission Ordq , LECs must apply for, and be granted, a waiver to request exogenous cost 

treatment in this tariff filing.' 

. .  

Contrary to MCI, a Part 61 rule waiver is not required to eff;ecnrate the R- 

m. The Part 61 rule that ad&- exogenous cost treatment of sharing (47 C.F.R. 61.45(d)(2)) 

is not limited by Section 65.600(d). SWBT's sharing exogenous cost calculations for the years 

1993, 1994 and 1995 accurately reflect the Pcxibon O t d a  ' a treatment of SWBT's 

Account 4310, other hng-Tmn Liabilities, OPEB (Other Post-Employment Benefits) liability 

during those time peaiods. The ~csc iss '  ion O r b  effdvely mandates a restatement of camings ayi 

sharing for any measuTemcnt periods in which SWBT's earnings and sharing had reflected the 

Common Carrier Bureau's (Bureau's) improper interpretation of the Part 65 rules. 

Contrary to ATikT's assertion, recalculating the sharing exogenous costs for these 

measurement periods, based &;the ~~ncct application of the Part 65 rules, does not conflict with 

the Commission's decision in the U C  Price Cw Performance Review Orda to limit filmre 

exogenous cost changes to ''those tht Commhion shall p& or require by de, d e  wabcr or 

dedaratary ~" The rule change in tht U C  C m c e  Review only applies 

to thost typu of potential exogenous costs (such as future tax law changes and other extrsordinary 

cost changes) that have not a3 yet betn allowed. The rule change does not affect exogenous 

Pncc Cw Performance Rmew for Local E x c h w  C w  'erg, 10 FCC Rcd 8961 (1995) 8 -  

C Price Can P t r f ~ m m ~ e  Review Order). 

'ATBtT at p. 6. 
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adjustments already acknowledged or mandated in the price cap rules (e.g., sharing) or by other 

Commission action (e.g., Telecommunications Relay SeMcc Fund assessments). 

AT&T also claims that the adjustments by the LECs, including SWBT, violated the 

“well-established rule against retroactive ratemaking.”” Nevertheless, pursuant to Commission 

precedent, the adjustments are proper. Certainly no improper retroactive ratemaking argument is 

relevant to SWBT’s 1994 and 1995 sharing calculations. No party claimed that the 1995 shanng 

calculation, which was calculated for the first time based on the cunent Commission intcrprdon 

of the rules in effect during the 1995 measurement period, is retroactive. As for the 1994 sharing 

true-up, MCI recognizes, when it argues that no provision exists to report eanringS adjustme 

beyond 15 months, that a provision already exists in the Part 63 Tules and the Price Cap TarB 

Review Plan (TRP) requiring a txuoup of 1994 earnings and sharing. Such a previous year sharing 

meyp has ahwp been required to be dectcd as an exogenous cost. The cause or size of the true- 

up adjustment is helevant, and the current tnrc-up should be based on the current Commission 

interpretation of the ru1a in effkt during 1994. 

- 

Sharing adjustments for years prior to 1994 that included sharing calculations 

a f f e c t e d  by RAO 20 arc clcarfy allowable given the Commission’s prior requirements to adjust PCXs 

on a going-forward bash to mmct m. In tk 1995 Annual Access Tariff F i i  some LECs 

were required to reduce XIS to correct for alleged prcviouS period lobbying expense accOUnting 

g K O I = p  

*OAT&T at p. 4, fh. 8. 
. .  &Elin&- ami emorandurn Ormuon and O& I l j S 5  &,,,,d A 

SllSpendure - R a t a  DA 95-1631 (Corn. Car. Bw., released July 21,1995), at paras. 30-33. 



In the LEC Price C ~ D  Performance Review && , the Commission found that a “one- 

time productivity adjustment” was necessary to correct for an t n o ~  made by the Commission in its 

previous calculation of the productivity factor. Changes in PCIs were deemed necessary to correct 

the LECs’ PCIs as if the error had not occur~ed.~~ 

Likewise, in the pescission Order, the Commission found that the Bureau’s previous 

rate base instructions to the LECs were in $not and should be rescinded. The sharing adjustments 

proposed by SWBT will allow SWBT to be in the position it would have been had the not 

OCCUKCd. 

AT&T supported the Commission’s adjustments in the C ~ D  P- 

eview Orda. AT&T specifically noted that the adjustment required by the LEC Price QQ 

erformance Rmew Orda was “purely prospective’’ and thus not retroactive? Because the 

Commission, through the Bureau’s RAO 20 Letter, caused a miscalculation of the rate base in prior 

years, sharing amounts were si;ewad and PCIs were improperly adjusted. The current change by 

SWBT only serves, on a DfOSbeCtiVe basis, to correct that error. 

AT&” also noted that a “one-time adjustment does not upset Petitioners’ reliance 

interests,” claiming that since “everyone has known since 1990 that the FCC was going to conduct 

a pedormancc rwiew in 1994 to aiucss how weU the price cap system had worked,” SWBT should 

not have been surprised that the price cap system would change.“ Likewise, AT&” here was on 

*%EC Price Q D  P d o m c e  Review O r b  at para 247. 

I3AT&T W filed October 27, 1995, before the U.S. Court of Appeals for the D.C. Cicuit 
in C a ~ e  NO. 95-1217, Bell At la& Telqhone CornDanits v. FCC, atp. 15. 

“AT&T brief at p. 16. 
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notice that Applications for Review of the RAO 20 Letter were filed, and must have known that $ 

the application were granted, the ratebase adjustments in question would result. To the extent that 

reliance interests are to be weighed in judging whether a change is fairly “retroactive,” AT&T’s 

reliance interests are not upset here. 

B. T’s Rate Base C hannes Were com.  

MCI and AT&T claim that if the LECs are allowed to include, as additional costs, 

the interstate portion of accrued liabiities related to OPEBs recorded in Account 4310, other rate 

base changes must be made, such as a revision to the Base Factor Portion (BFP) in the common lint 

calculations and a revision to other exogenous adjustments. For the following reasons, however, 

no hrthcr adjustments to SWBT’s rates are nuxssary. 

1. SWBT Correctly C d c u l m  CCL Ram. - 

in the development of BFP AT&T argues that recognition of the Jlescrss ion Ordg 

revenue requirement used in tie’ calculation of End User Common Line (EUCL) rates would have 

increased BFP and would have increased EUCL rates (and lowered Carrier Common Line (Ca) 

rates) had the proposed muitiline EUCL rates been below the $6.00 pa month cap.” SWBT’s 

projected BFP pa k, howmm, was alrtady above the $6.00 multi-line EUCL cap. Since SWBT’s 

proposed multiline EUCL rate was already at the $6.00 cap before inclusion of the effects of the 

Rescission Ordg, the increased BFP revenue rtquirmcnt per h e  has no effect on SWBT’s 

proposed PCIs, EUCL or CCL rates. 

. .  

Although SWBT’s EUCL rates in the 1994 and 1995 tariflrperiods were slightly 

Mow the $6.00 cap, thcrt is no Price Cap plan mechanism to allow a EUCL truoup via a temporary 

l s ~ ~ & ~  at pp. 9-10. 
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going-forward EUCL increase (and a corresponding CCL decrease), particularly if the proposed 

EUCL is at the $6.00 cap. The effect on SWBT of such a "tme-up" on EUCL and CCL rates, in any 

event, would not result in any net change in overall interstate revenues. Excluding the OPEB rate 

base reduction for Account 43 10 in prior years' below-cap EUCL rate calculations (1 993 and 1994) 

would simply have redistributed the Common Line revenue recovery between EUCL charges and 

CCL charges. Little or no difference in the total allowed Common Line revenue amount would 

result. 

2. 

AT&T claims that the "added OPEB expenses would dm interact with other 

exogenous changes . . . including (but not limited to), changes in SPF, DEM, depreciation reserve 

amortizations [RDA], general support fa&bes, and LEC sale of exchanges. Specifically, insofar 

as these additional costs would produce changes in the interstate rate base . . . they would also alter 

the interstate allocations of &%genous cost changes reflected in the LEG' 1992-95 price cap 

indices."" For SWBT, however, these impacts do not exist for the following reasons. 

SWBT Qxrectly Calculated The E x ~ g ~ ~ o u s  Cm Chmm. 

Exogenous cost changes associated with SPF, DEM, RDA and general suppost 

fidities (GSF') weft flowed through prior to the RAO 20 adjustments being booked. Consaquentiy, 

the RAO 20 reversal could not cause changes to these exogenous amounts. Specifically, these 

exogenous changes were completed uSig the 1992 base period data. SWBT did not begin booking 

SFAS 106 mounts until 1993. 

Emgemus cost t d j w s e a t s  for Investmat Tax Credits (ITC) and Excess Defened 

Income Taxes (EDIT) were made during the time periods when SFAS 106 amounts were booked. 
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has no Since the lTC exogenous cost adjustment has no rate base component, the &gscrssio n Or& 

impact on it. Rate base impacts associated with EDIT are also not affected by RAO 20. The only 

rate base impact included in the EDIT exogenous cost calculation is associated with Account 4340, 

Net Non-Current Deferred Operating Income Taxes. The RAO 20 reversal is associated with 

Account 1410, Other Non-Current Assets and Account 4310, Other Long-Tam Liabilities. 

Therefore, the RAO 20 reversal does not change exogenous cost amounts associated with EDIT. 

. .  

C. -tion To P r v i  o de Further Sypoo rti-8-n 1 '  anatrql0. 

Sprint claims that SWBT has not provided sufficient information to evaluate the 

reasonableness of the increase to the ratebase." AT&T claims that the LECs must supply 

information on the data and methods used to develop the amounts for inclusion in their ratebase." 

The amount of documentation provided in SWBT's filing is greater than that accepted by the 

cCommission as adequate in previous mgs. In SWBT's D&J, footnotes to Fonn 492A show ail of 

the calculations of the sharinc&ogenous cost adjustments being made. 

In previous years, when the OPEB liability was included as a ratebase reduction, no 

additional documentation was required to substantiate the ratebase adjustment made; likewise, the 

removal of those same adjustments from the ratebase calculations does not require any fbrther 

documentation. Since SWBT stands ready to provide the Commission with any reasonable 

"sprint at pp. 3-5. 

"AT&T at p. 7. AT&T estimated that the 1994 sharing reduction for all LECs was S85.06M 
(page 3). This estimate includes an inaccurate claimed reduction of S13.051M for SWBT (See 
AT&T Appendix B-2, page 1 of 3). SWBT clearly documented in its Dcsuiption and Justification 
(D&J) (Section 2-F and Form 492 footnotes) that the 1994 sharing adjustment was $1 1,841,864. 
To the extent that AT&T ovastated otha LECs' adjustments, AT&T's total S85M estimate may be 
nrossb overstated. 
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information requirements, neither Spht’s nor AT&T’s claim can form the basis for rejection or 

suspension of SWBT’S filing. 

D. SWBT Need Not Await The New Rules Renardinn RAO 2 0. 

Sprint claims that since the Commission is likely to adopt new rules reinstituting the 

original RAO 20 accounting treatment, the RAO 20 reversal adjustments should not be made until 

the Commission’s decision is issued.’9 

In any event, the adjustments should not be delayed since SWBT (and Sprint) have 

an obligation to obey the Commission’s rules as they stand, not as Sprint wouid like than to be. 

Thus, Sprint’s suggestion that the adjustments be delayed must be rejected. Even if the rule.ia 

changed, the rule change would only affect future filings. Thus, the 1993, 1994 and 1995 

adjustments could not be affected. 

- 0  

ri. SWBT’S ADD-BACK C W O N S  ARE C O W C T .  

AT&T and MCI ciaim that SWBT’s add-back calculations are incorrect as seven- 

twelfths of the calculation is basad on 1994 earnings, and only fivetwelfths on 1995 earnings? 

Each of these parties claim that the add-back adjustment should have bccn based on one-half of 1994 

sharing and onohaf of 1995 sharing. However, MCI completely Ms to note that SWBT also 

included an additional amount equal to fivotwelfths of one-eleventh of the difkence between the 

1994 and 1995 sharing amounts. AT&T recognizes this additional amount as “an additional me-up 

adjustment” at the very end of its comments on this issue, but Ebils to acknowledge its effcct. 

‘’Sprint at pp. 3-5. 

lOAT&T at pp. 11-14; MCI at pp. 7-8. 

. 



a 

- 10- 

SWBT’s methodology (with this ‘he -up”  adjustment) accurately measures the add- 

back amount for 1995. Assuming the legitimacy of add-back, one must then determine the 

definition and purpose of add-back. As clearly indicated in the 1996 TRP Order, “the add-back 

adjustment adds a dollar amount equal to the shared revenue to the carrier’s rate of return before 

calculating its next sharing obligation.”” Add-back is a hypothetical revenue amount which when 

added to actual booked revenue for a particular measurement period equals the revenue that would 

have been booked during the measurement period if’the sharing ad-iustmmts actuav in effect & 

reflected in rates dunnn this measu reme- ‘od had not existed. 

AT&T wrongly asserts that paragraph 25 of the 3996 TRP Ordm mandates the use 

of six months of 1994 sharing and six months of 1995 sharing to calculate add-back. Paragraph 25 

only addtcsses the calculation of sharing and sharing benchmarks j& the 1995 earnings have been 

calculated. It off= no instruction for the computation of add-back. AT&T recognizes that the 1995 

hnual  Filing was not e f f d v k i l  August 1, 1995, that the 1994 Annual F i g  PCIs (and 1994 

sharing) remained in effect for seven months and that a one-time PCI adjustment was required to 

awwnt for the one month delay? MCI states, “The Bureau-ordered 1/11 th adjustment . . . affbctcd 

all PCI adjustments, bc1ud.U sh-aom .”a Therefore, an accurate calculation of the 

revenue shared during calendar year 1995 (k, add-back) must reflect seven months of 1994 

sharing, five months of 1995 sharing and an additional amount equal to five months of the one- 

eleventh PCI adjustment effect assoCiated with the sharing exogenous cost. This one-elcventh PCI 

. .  

1996 TRP Order, para. 14. 

=AT&T at p. 12. 

nMCI at p. 8. (emphasis added) 
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adjustment reflects one-eleventh of the change in PCIs which is identical to one-eleventh of the 

change in each component of the PCIs. Since sharing is one of the components of the PCIs, it is 

proper to add five months of one-eleventh of the difference between the 1994 and 1995 sharing 

amounts, as SWBT's methodology does. AT&T and MCI fail to recognize that although the one- 
t 

eleventh PCI adjustment ensured that the revenue effect over the eleven month -period would 

be similar to the revenue effect over a twelve month tarSperiod, it did not result in an identical 

1995 calendar year revenue effect. Use of six months of 1994 sharing and six months of 1995 

sharing to calculate add-back would clearly be improper in this situation. 

SWBT's methodology contains no inhemt bias toward a lower add-back calculation, 

but simply reflects the actual sharing amounts that were in effect regardless of the relationship 

between 1994 and 1995 sharing. ATBLT's and MCI's six-month methodology may be Simpler to 

calculate, but it is unsupported and resuhs in an erroneous add-back calculation. 
L. 

III. SW'T HAS C O w C T I , Y  CUCULATED THE EXOGENOyS COST INCREASES 
A I  OF S m G .  

Sprint claims that SWBT has included exogenous cost increases for the reversal of 

sharing which do not accurately reflect the change in revenues.u Sprint's claim is incorrect. 

As in prtvious years, SWBT conectly calculated the sharing reversal on the basis of 

the change in 'R' value for each basket? On the contrary, Sprint erroneously calculated SWBT's 

~ 

24spMt at pp. 5-6. 

2JSWBT D&J, Section 2F, page 2-1 I .  
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1994 sharing reversal exogenous cost on the basis of the change in ‘R’ value for all baskets 

cornbmecP 

The method used by SWBT has been accepted by the Commission in all previous 

price cap filings. There is nothing in the 1996 TRP 0 rde1 instructions (footnote 23) that indicates 

that the ‘R’ value for all baskets should be combined for this calculation. Instead, the sharing 

r w d  is calculated by individual basket since the objective of the reversal is to return the PCIs to 

their pre-sharing values. Since sharing is reflected as an exogenous cost separately by basket and 

affects PCIs on an individual basket basis, using a total ‘ R  value change, rather than individual 

basket ‘R’ value changes, would not properly return the PCIs to their pre-sharing values. 

c 

’6Sprint’s own affiliated local exchange companies also calculated the ‘R’ value change by 
basket. & Sprint LTC Transmittal No. 9, D&J, Workpaper RDEV-I, page 4 of 9. 
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rv, coNcLusIoN 
For the foregoing reasons, SWBT respedblly requests that the petitions filed against 

its 1996 h u a l  Access Charge Tariff Filing be rejected, and that SWBT’s Transmittal be allowed 

to take effect as scheduled. 

Respec$ully submitted, 

ONECOMPANY 

Dunward D. Dupre 
Thomas A. Pajda 

Attorneys for 
Southwestern Bell Telephone Company 

One BeU Center, Room 3520 
St. Louis, Missouri 63101 
(3 14) 235-2507 

May 13, 19% 
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